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SUBJECT' 



PERSONNEL MANAGEMENT 



LESSCN PML6 DIFFERENT PAY PLANS 



INSTRUCTOR'S GUIDE 



OVERVIEW 

It is likely that the students will have always looked at the 
natter of wages or salary from the enployee's point of view. Ihis is 
qiute natural if they have not previously been in an employer's position. 

In this lessen, the students should recogaize that pay plans are 
an e^qjense or cost to the business. Ihey should consider finding the 
best pay plan possible to reduce the cost of labour and to provide the 
roost satisfaction to employees. 

As the couyse progresses, the students should find it easier to 
picture themselves in an employer's position, jit is essential that they 
see both sides of a situation, but they should not forget that, as 
future managers, salary or wage decisions nr'ist be made wisely if the 
business is to remain viable. Seeing the business only from the em- 
ployee's point of view could present a future manager with serioiis prob- 
lems. 



CBJECTIVE 

Given a particular business situation, the student will be able to 
dioose one of several pay plans that, in his opinion, is the most suit- 
able. ' - 



RES OURCES REQUIRED 

1. Projectual PM16-1, "Types of Pay Plans". 
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2 . Flip chart . 
MEIHODOLOGy 

1. Do not hand out Readings at this point. ' 
Stimulus 

2 . Ask the students for examples of different ways they have been 
paid for work they have done in the past. 

C larify Problem 

3. List the exanples on the flip chart (ask a student to volunteer to 
look after the flip chart.) 

NOTE: Try to get exairples of the following methods of paying 
enployees: 

a. Pay for time spent on job 

(1) ^strai^t wagp5 - so many dollars per hour (regu- 
^lar rate, overtime rate) normally for manual or 
mechanical work. 

: ; (2) strai^t salary - fi^oed amouat of pay per week, 
month or year (no pay for overtime) normally for 
store or office work of a non-manual type. 

b. Pay for amount of voik done 

(1) strai^t piecework - so much pay for each inif 
produced 

! (2) strai^t commission - so much pay for each init 
sold 

c* Conbinaticffi pay plans. That is, so iiuch for time spent 
plus so much for amount of work produced 

(1) sa3,ary and piecework 
salary and comnission 

(2) wages and piecework 
wages and conndssiaa 
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Prov ide Informatio n 

4. Hand out Readings and go over Purpose and Introduction with group 



PURPOSE 

The purpose of this lesson is to show you tie different ways 
you can pay your woricers (pay plans) . As an owner-manager, you 
will have to decide which pay plan is the best for your workers 
and the -business. 



INTRODUCTICN 

Enf>loyees see pay as a reward for work done or as a neans of 
li\dng. Ntoagers and owner-managers see pay to their workers as 
a cost to tb.e business or as an expense. As an owner-ir^ager , 
you have to recognize that people do not wprk just for pay. Of- 
ten a man will work for less money if the boss is fair, the job 
interesting, the other woricers are friendly and the job is seen 
by many people as being inportant, 

5. Read and discuss Section 1 of the Readings. Give exanples and ask 
for exanples to illustrate various parts of the section. The ia- 
stXTJCtor may relate tiie idea of levels of human needs from lesson 
PMl and MP2 to this section. For exairple, the need for food, 
shelter, and safety can be satisfied by pay or money, but the need 
for love, friendship, recognition and acconplishmen't cannot be 
satisfied by rt^oaeyr alone. The job, friendly fellow workers, and 
a likable boss can satisfy these needs. 



CONTENT 

1. How Much Shou3.d You Pay Workers? 

Every worker has to be paid. The anKDint you pay each 
one depends on several things: 

a. Hew much can you afford to pay? 

b. How much could he make working for somebody else? 

c. How much do you think is fair pay? 

d. How much is his job worth conpared to the jobs your 
other workers are doing? 

For exawple, you may be able to afford to pay a worker 
$2,000.00 in one year, but perhaps he could make $4,000.00 
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— working for somebody else. 

• You may think $3,000.00 is a fair pay but the other 
workman you have earns only $2,500.00 and has a harder job. 

So you see it is not easy to decide how much you should 
pay the men you hire. You have to take many factors into 
consideration and come vp with an ajnount that you can afford 
and that the enployee is willing to accept. 



6. Read Sections 2, 3 and 4 of the Readings. Use Projectual PM16-1, 
••lypes of Pay Plans", to help illustrate this section.. Discuss. 



2. What Pay Plans Should You Use? 

A pay plan is a n^tliod of payment. Ihere are three main 
pay plans: 

a. Pay for the time spent on the job: so many dollars per 
week, month or year (called wages for labourers and 
salary for other workers such as sales people) . 

b. Pay for the amount of v/oik done: so many dollars for 
each item made or sold (called piecework for labourers 
and commission for sales people) . ^ 

c. Conbination pay: salary plus commission or piecework; 
wages plus piecework or comndssion. 

The type of pay plan to use depends on the kind of work 
being done: 

! 

a. Production workers (labourers) are usually paid straigjat 
wages, or straigjit piecework, or a conbination of wages 
and piecework. 

b. Salesmen (or sales clerks) are lasually paid straigjit 
salary, straight commission or a cojii)inatic3n of salary 
and commission. 

Piecework and cpmmissicn pay plans offer a reward for working 
hard and producing more or selling more. Vfe say that this is 
providing a noiey incentive to the worker. 
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rML6-l TYPES OF PAY PLANS 



SUBJECT 

t]lV1JN31 39NIH3]!* 



SERIAL NUMBER 

• 31V1dN31 39NtH331* 



TYPSSOF PAY PLANS 







_ • , * 
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\ ^ 




PAY FOR AMOUNT ! 
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[SALARY: $100 PER WK. ' 


COMMISSION =$3 FOR 
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Form No. 267 



TICNIFAX FILEAILX nUNSPARENCY MOUNT 
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3. What Are Some of the Advaatages and Disadvantages of Each 
Type of Pay Plan? 



Type of Plan 

strai^t salary 
or straigjit 
wages 



Advaatages 

1. Sinple to 
figure out 

2. Easy to 
understand 



Disadvantages 

1. No incentive for the 
person to woxk hard, 

2. No workjbut you still 
haxe to pay wages or 
salary. 

3. Nfore supervision of 
workers may be needed, 



straight piece - 
woric or 
strai^t com- 
mLssion 



1. No work, 
no pay. 

2. Lqk labour 
costs. 

3. Hi^ in- 
centive to 
work: for i 
exanple, to 
produce more 



1. No security for 
workers . 

2. May get low quality. 

3. Hig^ cost to administer; 
;for exaiiple, lots of 
paper work. 

4. Woikers may be unh^y 
if rates for piecework 
or coirmdssiax are too 
low. 



conbinaticn plans 
(salary plus 
piecet^^ork or 
coinmissicn.) 
(wages plus 
piecework or 
commissiaa.) 



, Provide se- 1. 

curity plus 2. 

incentive 3. 
for worker. 



Hard to calculate. 
Hard to uaderstaad. 
May cost a lot to 
administer (paper 
work) • 



How you pay your woikers will affect the way they woik. 
Piecewoik or commissiofi pay plans gi\ie the woiker some in-- 
centivB to work hard. Salaiy and wagp plans give the worker 
a stea^ inccrae and security. 



4. Summary 

As an enployer you must not forget that people work for 
reasons other than just money^ If workers are hsppy with the 
way they are paid, tiien you will probably have better morale 
in your business . But if you are a poor boss and/or woiking 
caiditicns are poor, you may have trouble keeping workers 
h^jpy Cor they may quit) no matter how mudi you pay them. 
Remenber, money is inportant but ^taoney isn't everythiag'^ 
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Indicator 

7. Ask students to select and justi:fy the 'T^est" pay plan for the 
following jobs (or for jobs suggested by the students): 

a. truck driver 

.. b. grocery store cleik 

c. manager of handicraft business 

d. producticn woiker in handicraft plant 

e. bookkeeper or accountant 

f . garage nechanic 

g. waitress 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB26 PAYROLL DEDUCTIONS 



INSTRUCTOR'S GUIDE 



OVERVIEW 

One of the inajor expenseis of most businesses is the cost of labour. 
It is essential that a business keep accurate and complete records of 
how much and when it pays its employees. Payroll records are required 
by law because of the compulsory payment of incone tax, and contributions 
to Canada Pension Plan and Unemployment Insurance Commission. An excep- 
tion to the regulations governing contributions to these three programs 
is the Treaty or Status Indian who earns income on Reserve lands. This 
person is not subject to the payment of any of the three contributions. 

Whether or not an employee is subject to deductions, it is advisable 
to keep records for individual employees because of the importance of 
labour costs, wages, etc., in the expenses of any business. 

In this lesson the students are shown how to prepare a p^yyroll sheet, 
how to make deductions from gross i^ay, and how to record gross pay, der 
dtictiois^ and net pay on to the payroll sheet ♦ The students are also 
shown how to prepare the necessary records for remitting deductions to 
the appropriate govenment department. 



OBJECTIVE: 

The students will correctly complete a payroll sheet showing the 
following infomation: 

!• gross pay 

2. Unempioyment Insxirance contributions 
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Forms and tables 
used in this 
lesson are 1972 
issue. 



3. Canada Pension Plan contributions 

4. income tax contributions 

5. net pay. 

RESOURCES REQUIRED 

1. Bnployee's Tax Deduction Return (TD-1) 

2. Tables 192 and 192A, Income Tax Deductions at 
Source 

3. Canada Pension Plan and Unemployment Insurance 
Tables 

4. Application for Social Insurance Number 

5. Payroll sheets 

6. Exercise FAB26-1, 'McNichol's Store''. 

REFERENCES for the INSTRUCTOR 

Contact the nearest Unemployment Insurance Commission office and 
District Taxation office to obtain pamphlets, and other materials which 
are available. You might also arrange that these offices send one o£ 
their personnel to discuss income tax, Canada Pension Plan and Unemploy- 
ment Insurance contributions. 

METHODOLOGY 

1. Hand out the Readings; read the Purpose and Introduction 



PURPOSE 

In this lesson you will discuss the various deductions you 
must take off an employee's pay checpae, and you will learn how to 
calculate these deductions. 
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INTRODUCTION 

As an employee you must be able to answer the following 
questions: 

1. Does everyone have to pay income tax, Unemployment Insur- 
ance contributions and Canada Pension Plan contributions? 

2. Ffow much income tax do you deduct from an employee's 
pay cheque? 

3. How much should you deduct for Unejcplayment Insurance 
contribution? 

4. How much do you deduct for the Canada Pension Plan contri- 
butions and how much has the employee contributed to date? 

5. Wlio received the money you deduct from an employee's pay 
cheque? 

You will learn how to calculate the amount of money you nust 
deduct from tuc employee's pay cheque to pay for income tax and 
Unemployment Insurance and Canada Pension Plan contributions as 
required by law. 



OBJECTIVE: THE STUDEOTS WILL CORRECTLY COMPLETE A PAYROLL SHEET 
SHOWING THE FOLLOWING INFORMATION: 

1. GROSS PAY 

2. UNEMPLOYMENT INSURANCE GOlfTRIBUTIONS 

3. CANADA PENSION PLAN CONTRIBUTIONS 

4. INOC»IE TAX GOiraUBUriONS 

5. NET PAY 



Stimulus 

2. Ask the students how they would go about getting the infoxmation 
asked for in the quest ioas in the Introduction. 
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Clarify the Problem 

3. Have the students discuss how they would obtain this information. 
The point to bring out is that a set of payroll records will provide 
the necessary answers, 
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Provide Information 

4. Read Sections 1 and 2 o£ the Readings* 



COWTENT 

1. Income Tax .,^7 

a. Wliat is Income Tax? 

Incane tax is a tax on income; that is, on wages, sala- 
ries, bonuses, coirmissions, investment income, interest 
and rent. Income tax must be deducted from everyone in 
Canada, regardless of age, who earns an income above a 
certain level. 

NOTE: Treaty Indians who earn their income working on 
a reserve do not have to pay income tax on this 
income. If a Treaty Indian earns his income off 
the reserve, he must pay income tax on this 
income. 

b. Income Tax Collections 

Every business firm which OTploys workers must 
collect income tax by deducting it from the wages or 
salaries of the workers. If you start your own business 
and hire employees, you must hold back a certain amount 
of money each time you pay your ^ployees. At the end 
of the month, the amounts which you have deducted from • 
all employees must be totalled, and a cheque or money 
order (made payable to the Receiver General of Canada) 
for the entire amount sent to your bank or to the 

Taxation Data Centre 
P. 0. Box 477 
Ottawa 2, Ontario. 

A 'Tax Deduction - Canada Pension Plan Reip.ittance 
Return" must be sent with your cheque or money order. 
The Taxation Data Centre must receive your cheque or 
money order. by the 15th of the following month. 

NOTE: You must also pay income tax on the money you earn 
as owner -manager of the business. 

c* Penalties 

There are penalties involved if you: 
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(1) fail to make income tax deductions fron employees' 
wages when you are supposed to make them. 

(2) fail to rmit income tax which you have deducted 
from employees to the Taxation Department. 

(3) remit incone tax deductions to the Taxation Depart- 
ment later than the date required by the Income Tax 
Act. 

The penalty is usually a fine, but in some cases there 
have been jail sentences as well. 

The Taxation Department of the federal government has 
the power to check your records and books. It is very 
important that you make all the deductions you are 
required by law to make, that you keep a record of the 
deductions, and that you send in the money that you have 
deducted . 



Social Insurance Number 

The Taxation Department of the federal government in 
Ottawa keeps a record o£ each person who has had income tax 
deducted from his salary or wage, and the amount of tax that 
has been deducted. In order to avoid problons which might 
arise from people having the sane name;^ and to speed up the 
process, the Taxation Department requires that each person 
have a Social Insurance Number. The Social Insurance Number 
is also used to keep exact records of each person's contri- 
butions to the Canada Pension Plan and the Unemployment 
Insurance Commission. 

"Application for a Social Insurance Number" forms arc 
available from Unanployment Insurance Commission offices. 
It is wise to have a supply of these forms on hand if you own 
your own busine'ss. If you hire an employee who does not have 
a Social Insurance Number or has lost it, give the onployee 
one of these foms to fill out. The completed form is sent 
or taken to the nearest Unemployment Insurance Canmission 
office. Your employee will be sent a new number or a number 
to replace the one that was lost. 



S. Hand out blaiik application foms for a Social Insurance Nu^tber. 
Instruct the students to complete the form using their pc. >onal 
histories. 
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□ APPLICATION FOR A SOCIAL INSURANCE NUMBER 

□ APPLICATION FOR REPLACEMENT OF LOST 
SOCIAL INSURANCE NUMBEH CARO 

(CHKCK OMK 8VOCK OMLV> 
rRINT IN DARK INM OR USE TVPSMTitlTKM 
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10 
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11 
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OTKfll 

□ 




12 


SION Hm 
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on Tm. 


13 


V MAWt («X» OSK> AS SIGMAtUK IM 12. MAV8 TWO wm*W» '^IW /<W:-r^^^^ 


14 


vout CMiioya** ■ . 

HAMi »t 


15 


OO VdO ItSQUItf AN . . □ m-if^^ut' 


16 


YOU« CMItOYm , (H««b«r on^ 9irMtl 






n 


DO MOT WMm M TMH'dMl^l^^^l 



6, Ask the students how they will know the correct amount to deduct 
from an employee's pay for income tax purposes. Discuss this with 
the students, then read Section 3a of the Readings. 



3. Deducting Income Tax 

a. Biiployee^s Tax Deduction Return 

There are two things you must know before you can make 
the proper deductions from each employee. 

(1) the amount of money (wages or salary) that the 
employee is to receive; 

(2) the amount of the personal exemptions for each 
employee . : 
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Ai employee's Tax Deduction Return (TD-1) £om tells you 
how much his personal exemptions are; that is, the amoiont 
of money he is allowed to make during the year on wMch 
he does not have to pay income tax. You must make sure 
that each new employee you hire fills out a TD-1 form. 
These forms can be obtained from the Income Tax office. 



7. Hand out a TD-1 form to each student; instruct them to complete the 
foim, 

8. Hand out Tables 192 and 192A, Income Tax Deductions at Source, to 
snideats. Read Section 3b of the Readings. 



3. b. How to Make Income Tax Deductions 

When you know how much each employee makes, and the . 
amount of each anployee's personal exemptions, you are 
ready to use this infomation and the Tax Tables to 
determine the ajuoimt of income tax to deduct fron each 
employee. 

TAX TABLES: These are tables supplied by the Taxation 
Department \^^^ich show you how much inccme 
tax to deduct from each anployee at various 
wage and salary levels and for different 
levels of personal exemptions. 

You use a different Tax Table for each of the following 
methods of paying your employees: daily, weekly, every 
two weeks, twice a month or once a month. 

Let us look at an example. Suppose that Bill Reid works 
for you. You are given the following information about 
Bill: 

-Bill is single (supports only himself) so his 
personal exemption is $1,500.00, 
-You pay Bill $66,00 weekly, 
-Billys Social Insurance Number is 604-415-094. 

You can find the amount of income tax which should be 
deducted frm Bill's wages in the booklet, "Income Tax 
Deductions at Source". Turn to page 16 (Tables 192 and 
192A), and the instructor will show you how to find the 
correct amount. 

In this example, the $66.00 is Bill's gross pay, his 
deduction for income tax is $8.30,, and his net pay is 
$57,70, 
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The record that you use to keep track of gross pay, 
deductions and net pay for all employees is called a 
payroll ho^h or payroll sheet. 



9. Using the Income Tax Deduction at Source tables show how the income 
tax deduction for the exairple in the Readings is found. The in- 
structor my find the amounts vary from those in the Readings be- 
cause of a change in the income tax rates. 

10. Instruct the students to find the deductions from the following 
(put on the flip chart): 

Eirployee $ Pay Period ExeiTg)tion S.I .N. 

Bob Mann $425.00 monthly - Z,850 604-090-115 

Tom Black $212.50 bi-weekly 2,850 631-191-115 

Ralph Tees $106.25 weekly 2,850 671-115-991 

Have one or more students put their answers on the flip chart. 
I£ necessary provide more examples. 

Answers: Bob Mann $40.75 (column 6) 

Tom Black $23.60 (column 6) 

Ralph Tees $11.25 (column 6) 

11. Hand out payiroll sheets. Illustrate how the information contained 
in section 3b is entered on the payroll sheet. Instruct the stu- 
dents to conplete payroll sheets with the information in point 10. 
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12. Read Section 3c o£ the Readings. 



3, c. New Remitters 

If you have just started your own business and have 
not remitted income tax to. the Taxation Department be- 
fore, you should do the following: 

(1) deduct income tax from your eiiplbyees according 
to the Tax Tables; 



(2) at the end of the first month, total up all these 
deductions and send a cheque or money order for 
the entire amount to your nearest Taxation Office. 
Include a letter statinr; the name, address and 
nature of your business and pay period covered 
by the remittance. 

The Taxation Office will give you an "Employer Number", 
open an account in the name of your business, and 
send you a "Tax Deduction - Canada Pension Plan Re- 
mittance Return" - form PD7A to use the following month 
when you send in the income tax remittance. 



13. Ask the students what the Canada PensioryPlgn is. Read Section 4 
of the Readings and discuss with the student^ Hand out Canada 
Pension Plan and IMemployment Insurance tables. 



4. Canada. Pension Plan (C.P.PQ 

a. What is the Canada Pension Plan? 



A pension plan provides the security of an income after 
retirement. 
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In the past, some companies had pension plans for their 
employees, while many others did not. Many self- 
employed people did not have a pension plan. Further- 
more, people vJio moved from one job to another would 
have tP give up the pension plan they may have had on the 
first job and start a new pension plan on their next 
job, if one were available; that is, the benefits were 
not transferred from one job to another. • 

The federal government saw a need to correct some 
of these problems. For instance, it saw a need to make 
pensions portable so that an employee could continue to 
pay into the same pension plan throughout his working 
years. The government also saw the need for a pension 
plan -vAiich v.'ould cover as many people and as many 
situations as possible, such as disability pensions; 
pensions for widows; benefits for disabled widows and 
widowers, and for orphans; death benefits. 

The Canada Pension Plan was introduced on January 1, 
1966. With seme exceptions, the Canada Pension Plan is 
compulsory for all persons between the ages of 18 and 69 
v*io earn over $600.00 per year (if employed) and who 
earn over $800.00 (if self-employed). The exceptions 
include: 

(1) all those persons \dio earn less than the above 
amounts; 

(2) persons in casual en5)loyment, such as gardeners 
aiKi cleaning women; 

(3) persons employed in agriculture, fishing or lumbering 
by an anployer \dio pays the employee less than 
$250.00 a year or employs him. for a period of less 
than 25 days; 

(4) persons employed by their spouses. 

NOTE: Native people employed on a reserve do not have 
contributi<^ deducted from their earnings under 
Can^*da Pension Plan regiilations. Native people 
employed off a reserve have Canada Pension Plan 
contributions deducted from their earnings. 
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Canada Pension Plan. Contributions 



(1) For every vrorker \Aio earns between $600.00 and 
$5,300.00, the employer nwst pay 1.8% of the vrorker's 
salary into the Canada Pension Plan, 

(2) Self-employed persons do not contribute unless they are 
earning at least $800.00, They must pay 3,6% of their 
earnings into the Canada Pension Plan. 

(3) Contributions are payable from. the age of 18 until the 
age of 69 (or until retirement from regular employment 
between the ages of 65 and 70). 

(4) In 1972, the maximum amount which could be deducted from 
an employee was $88.20. The anployer wuld also have 
contributed $88.20. In the case of a self -amployed 
person, the maxiimom amount' that, he would have had to pay 
in 1972 was $176.40. 

Collection and Remission of Contributions 

If you start your own business and hire workers, you must: 

(1) Deduct Carada Pension Plan contributions from their wages 
or salaries each time they are paid. (Same as deducting 
income tax from employee's earnings) 

(2) Keep track of the deductions in all cases. Stop deducting 
Canada Pension. Plan contributions if the employee's total 
contribution for the year reaches the total amount \A\ich 
the Canada Pension Plan regulations specify. 

(3) At the end of each month, add up all deductions that have 
been made from your employees for Canada Pension Plan 
contributions. Add this amount to the total amount of 
income tax deducted from your employees during the month. 

(4) Then make out a cheque (payable to the Receiver General 
of Canada) foi the ccmbined. amount (anployee inccme tax 
deductions plus employee AND employer Canada Pension Plan 
contributions) . 

(5) Fill out a 'Tax Deduction - Canada Pension Plan Remittance 
Return" (form PD7A). This form contains two separate 
spaces - one for the total amount of inccme tax deductions 
and another for the total amount of Canada Pension Plan 
contributions. 

(6.) Include form PD7A with your cheque when it goes to your 
bank or to the Taxation Data Centre in Ottawa. This 
cheque must be sent in before the 15th day of the follow- 
ing month. 
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Self-employed persons make payments directly to the Taxation 
Data Centre, When the self-employed contribution for the 
year is $40.00 or less, it is payable on or before April 30 
in the following year. Farmers and fishermen must pay two- 
thirds of their estlTiated contribution by December 31 and 
the remainder by April 30 in the following year. All other 
self-employed percori must pay one quarter of thei^ estimated 
contribution by March 31, June 50, September 30 and December 
31 and the remainder, if any, by April 30 in the following 
year . 

As is the case with income tax deductions, each employee's 
Social Insurance Number prevents Canada Pension Plan 
contributions deducted from one person getting mixed up with 
contributions deducted from someone else with the same name. 

New Remitters 

If you have just started your own business and have not 
remitted Canada Pension Plan contributions before, you should 
do the following: 

(1) deduct Canada Pension Plan contributions frcOT your employees 
according to the "Canada Pension Plan Contribution Tables'*; 

(2) at the end of the first month of operations, total up all 
these deductions and add the entire amount to the entire 
amount of income tax deductions. Make out a cheque 
payable to the Receiver General of Canada for the canbined 
amount and send or take it to your nearest Taxation 
Office. In your co^^'ering letter, state the total amount 
of Canada Pension Plan Contributions included and pay 
period covered by these contributions. 

As stated earlier, the Taxation Department will assign (give) 
you an "Bnployer Number*', open an account in the name of your 
business, and send you a "Tax Deduction - Canada Pension Plan 
Remittance Return" - foim H)7A. You can use this form when 
you send in both the Income Tax deductions and Canada Pension 
Plan contributions the following month. The Taxation Depart- 
ment will continue to send you a PD7A fom each month. 

I£ you change the address of your business, you must notify 

Taxation Data Centre 
P, 0, Box 477, 
Ottawa 2, Ontario. 

Be sure to quote youi "Employer Number" vrtien you write. 
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e. How tQ Make Deductions for C.P.P. Contributions 

When you know the gross pay for each employee, and how often 
each onployee is paid, you are ready to use this infonnation 
and the Canada Pension Plan Contribution Tables supplied by 
the Taxation Department, to determine the amount of money 
that should be deducted from each employee for Canada Pension 
Plan. The wage or salary you pay an ^ployee and the method 
of payment (weekly, every two weeks, twice a month, or once 
a month) you use, determines how much you will deduct from an 
employee for Canada Pension Plan, 

To rind Bill Reid^s Canada Pension Plan deductions (ronember 
that he received $66,00 weekly) look in the Canada Pension 
Plan Tables on page 8. You can see that the amount to 
deduct is $.98. 



$.00 — $131 Jt6 



RctnuseraUoo 




U.I, Premium 




CP.P. 


f'rimc cTa.-c. 


Froowfr To^ 




Rcsular 


Reduced 




Oriimcirt 


Efiluitt 


% 51.27 $ 51. ei 


.72 


.52 


• 31 


51.82 52*37 


.73 


.52 


.31 


52.38 52.92 


• 74 


• 53 


.32 


52.93 51. 


.75 


.53 


.32 


53.49 54*03 


.76 


.54 


.32 


54.04 54*59 


.77 


.54 


.33 


54«60 55.15 


.78 


• 55 


.33 


55. U 55*70 


.79 


.55 


.33 


55.71 56.26 


.80 


.56 


.34 


56.27 56*31 


.81 


.57 


.34 


56.82 57.37 


.B2 


.57 


.34 


57.38 57.92 


.83 


.58 


,35 


57.93 58*48 


,84 


.58 


• 35 


58.49 59.03 


.85 


.59 


• 35 


59.04 59.59 


• 86 


.59 


.36 


59.60 60*15 


• 87 


.60 


.36 


60.16 60*70 


• 88 


,60 


,36 


60.71 61.26 


.89 


.61 


,37 


61.27 61.81 


.90 


.62 


.37 


61*82 62.37 


.91 


.62 


• 37 


62*18 62*92 


.92 


.63 


• 38 


62.93 63.46 


• 93 


• 63 


• 38 


6^.49 64*03 


.94 


• 64 


• 38 


64.04 64»59 


.95 


.64 


• 39 


64.60 65.15 


• 96 


• 65 


.39 


,65.16 65.70 


• 97 


• 65 


• 39 




.98 















14. Illustrate how this example vrould be recorded on a payroll sheet. 
Instruct students to record the Canada Pension Plan deductions for 
Bill Reid, Bob Maim, Tom Black and Ralph Tees on their payroll sheets. 
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15. Ask the students to explain why Unemployment Insurance is avail- 
able. Then read and discuss Section 5 of the Readings. Point out 
that the employer also contributes an amount. Instruct the students 
to check the example by looking up the contribution in the Uhemploy- 
ment Insurance tables. 



5. Unemployment Insurance 

Unenployment Insurance provides workers with protection 
against the. uncertainties o£ employment; that is, against 
the possibility that the worker will lose his job. Unenploy- 
ment Insurance is designed to help workers over that period 
between jobs when they have no money coming in but still need 
money to provide for themselves and their families. 

If you start your own business and hire insurable em- 
ployees (insurable types of jobs are outlined in the Employ- 
er's Handbook on Unenployment Insurance), you must register 
with the Unenployment Insurance Commission (U.I.C). Failure 
to do so is an offence under the Unenjiloyment Insurance Act. 
You register your business by obtaining and completing an 
"Employer's Application for Registration and Nature of Bi:;si- 
ness Report'*. These forms are available from Unemployment 
Insurance Offices. The Unemployment Insurance (U.I.C.) 
will give you an Employer's Registration Number which you 
will use at all times when writing to the Commission or 
sending in contributions. 

(a) Unemployment Insurance Contributions 

Every eraployee (or worker) in an insurable occupation or 
j ob must contribute to the Unemployment Insurance Com- 
mission (U.I.C.) while he is working. In addition, the 
enployer must contribute 1.4 times the amount the worker 
contributes. 

If you own and operate a business and enploy workers in 
an insurable type of occupation, you must deduct Unem- 
ployment Insurance contributions from each worker every 
time he^ or she is paid. At the end of each month, you 
add up all deductions made from the wages or salaries of 
all your workers during that month. 

Suppose the total deducted from all enployees during the 
month is $7.50. Your busiaiess imst contribute $10750 
for that month. This means that you would send $18.00 
to the Department of National Revenue as the unemployment 
contribution for t^iat month. 
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The social insurance number o£ each employee prevents the 
contribution from any employee from getting mixed up with 
the contribution from anyone else. 

Up until recently, the deductions for Income Tax and 
Canada Pension Plan were handled separately from those 
for Unemployment Insurance. They are now all sent 
together to the Taxation Department or your bank along 
with the appropriate form before the 15th day of the 
month following the deductions. 

How to Make Deductions for Unemployment Insurance 
Contributions ' " 

When you know the gross pay for eacii employee, and how 
often each employee is paid, you are ready to use this 
information and the Table of Contributions and 
Deduction'- from Images for Unemployment Insurance 
Contributions to determine the amount of money that 
should be deducted from each employee for Unemployment 
Insurance Contributions . 

Bill Reid's Unemployment Insurance contribution can be 
found by looking at. the tables on page 8 of the Canada 
Pension Plan and Unemployment Insurance Contributions 
tables. 
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Remuneration 




U.I. Premium 


Rimuniration 


C.P.P. 


Prime tTa.-c. 






Regular 


Heduced 


¥tom'<le To-i 




Ordinaire 


Riduite 


% 51.27 % 51.81 


.72 


.52 


.31 


51«i»2 52.37 


.73 


• 52 


.31 


52.38 52.9? 


.74 


.53 


.32 


52.93 53.^8 


.75 


.53 


.32 


53.^9 54.03 


.76 


.54 


.32 


54.04 54.59 


.77 


.54 


.33 


54.60 55.15 


.78 


.55 


.33 


55.16 55.70 


.79 


.55 


.33 


55.71 56.26 


.80 


.56 


.34 


56.27 56.61 


.8» 


.57 


.34 


56.fl2 57.37 


.'<2 


.57 


.34 


57.38 57.92 


.83 


.58 


.35 


57.93 58.48 


.84 


.5fl 


.35 


58.49 . 59.03 


.85 


.59 


.35 


59.04 59.59 


.86 


.59 


.36 


59^.60 60.15 


.87 


.60 


.36 


60.16 60.70 


.88 


.60 


.36 


60.71 61.26 


.89 


.61 


.B7 


61.27 61.81 


.90 


.62 


.37 


61. 8? 62.37 


.91 


.62 


.37 


62.38 62.92 


.92 


.63 


.38 


62.93 63.48 


.93 


.63 


.3b 


6').4(; 64.03 


.94 


.64 


.38 


64.0<> 64.59 


.95 


.64 


.3^ 


64.60 65.15 


.96 


.65 


.39 


65.16 65.70 


. t97_ 


,65 




|65.71 66.26 


.98 


.66 


.40 
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c. En^loyee^s Contribution Record 

A record must be kept o£ the Unemployment Insurance 
contributions deducted from each onployee's wage. 
This information is shown in your payroll records. 



16. Illustrate how Unemployment Insurance is recorded on the payroll 
sheet. Instruct the students. to record the Unemployment Insurance 
deductions on the payroll sheets of Bill Re id, Bob Mann, Tom Black 
and Ralph Tees, 

17. Read and discuss Section 6 of the Readings. 



6. Summary 

Every employer must deduct income tax, Canada Pension 
Plan contributions , and Unemployment Insurance contributions 
from each onployee's pay. An onployer \Aio fails to do so 
runs the risk of a fine and imprisonment. An exception to 
the regulations regarding the three con^yulsory deductions are 
Treaty or Status Indians employed on Reserve lands. No 
deductions are made from income they earn doing work on the 
Reserve lands. 

When starting a business, check with the Department of 
National Revenue, Taxation Department in order to receive 
up-to-date infomation as to the regulations under which you 
must operate. They will send you the necessary forms and 
tables so that you may deduct and remit contributions. 



Indicator 

18. Hand out Exercise FAB26-1, '"McNichol's Store". Have the students 
con5)lete the exercise as per instructions. 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB26 PAYROLL DEDUCTICNS 



EXERCISE FAB26 - 1 
McNICHOL^S STORE 



John McNichol owns and operates a grocery store, hardware store 
and a bulk oil and gas business. 

John has five full time employees and a stiident vSio works part- 
time after school and on Saturdays. 

The infomation about each eiiployee is given below: 



1, Mary Snu.th 

a. Address: Yellow Creek 

b. Social Insurance Number: 614-917-607 

c. Age: 21 years 

d. Single 

e. Salary: $135.00 every two weeks. 



2. John Snith 

a. Address: Yellow Creek 

b. Social Insurance Numbf^r: 704-321-132 

c. Age: 31 years 

d. lurried 

e. John's wil'e Sally is not working 

f . John has two children: (1) John - age 10 years 

(2) Mary - age 8 years 

g. Salary: $350.00 per month 
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3. Tim Parten 

a. Address: Yellow Creek 

b. Social Insurance Number: 

c. Age: 19 years 

d. Single 

e. Weekly salary: $72.00 



4. Jim John 

a. Address: Yellow Creek 

. b. Social Insurance Number: 608-346-912 

c. Age: 20 years 

d. Married 

e. Jim's wife Marie is not working 

£. Jim has two children: (1) Mark - age 9 months 

(2) Mathew - age 9 months 

g. Salary: $81.00 weekly 



5. Henry Wolf 

a. Address: Yellow Creek 

b. Social Insurance Number: 603-717-513 

c. Age: 44 years 

d. Married 

e. Henry's wife Hilda is not working 

f. Henry has two children: (1) Bob - a^e 17 years (a student) 

(2) Cathy - age 12 years 

g. Salary: $200.00 every two weeks 



6. Marcel Pelletier 

a. 
b. 
c. 
d. 
e. 
f. 



INSTRUCTIONS 

1. Determine the gross pay for each pay period (vftiether weekly, every 
two weeks, twice a month, or once a month) for each en5)loyee during 
the month of November. Enter these amounts in the spaces provided 
on the payroll sheets. 



711-243-618 



Address: Yellow Creek 
Social Insurance Number: 632-576-328 
Age: 17 years (a student) 
Single 

Paid by the hour at the rate of $1.60 and paid once a week 
Works: 10 hours a week. 
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2, Dete'nnine tlm ajuount o£ income tax to be deducted from each 

employee's v/ages and enter these amounts in the spaces provided 
on the payroll sheets, 

•3, Determine the amount o£ Canada Pension Plan (CP. P.) contributions 
to be deducted from each employee's wages • Enter these amounts in 
the spaces provided on the payroll sheets. 

4. Determine the amount of Unemployment Insurance (U.I.CO contribu- 
tions to be deducted from each employee Casing the Table of Contri- 
butions and Deductions from Wages) • Enter these amounts in the 
spaces provided on the payroll sheets. 

5^ Add up the total deductions for income tax, Canada Pension Plan 
and Unemployment Insurance con trr.but ions for each employee, and 
enter these totals in the space? provided on the payroll sheets. 

6. Calculate the net pay which is to be paid to each employee and 

enter these amounts in the spaces provided on the payroll sheets. 

/• Add up the total income tax deductions and Canada Pension Plan 
contributions deducted from all employees during the month of 
Novanber. Fill out a 'Tax Deduction - Canada Pension Plan Remit- 
tance Return", Form PD7A, and make out a cheque (payable to the 
Receiver General o£ Canada) for this amount. 

8. Add up the total Unemployment Insurance contributions deducted from 
all employees during the month of November. Fill out a "Bulk 
Payment Monthly Remittance" - Form UIC 443D, and make out a cheque 
(payable to the Receiver General of Canada) for this amount. 

9. Complete an "Employee's Contribution Record" - Form UIC 443 for • 
each insurable amployee (that is, each employee who has Unemploy- 
ment Insurance contributions deducted from his wages or salary) . 
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DEPAHTMENT OF NATIONAL REVENUE. TAXATION 

fe EMPLOYEE'S TAX DEDUCTION RETURN 

• Complete and file one copy of this return with your employer 
(a) when you commence employment or (b) wiihin seven days of any change affecting your persona! exemptions. 

• If you do not file this return, as required. Income tax will be deducted as though you were a single person without dependants. 

• Do not cfaim a chi(d Or other dependant whose net income for the year will exceed $1>600. 

• Net income of your spouse or dependants includes any pension or supplement under the Old Age Security Act or ,\n7 similar Act 
of 8 province, benefits under the Canada or Quebec Pension Plan or the Unemployment Insurance Act, 1971. 



TD 1 
Bcv. 1872 



Family or Last Name (Print) ^ 


Social Insurance Number 

6l/!vl9l/i7l6i^l7 


Usual First Name and Initials . 


P/esant Address (Permanent ad dress)' /v 


Date of Birth 

1 1 


Name and Address of Spouse 


D»y Month Kt«r 



Claim 065O 



Claim for Personal Exemptions 
Basic Personal Exemption 
Age Exemption — If you are 65 years of age or over 

IVIarded or Equivalent Exemption— if applicable, check^and claim only one of these 4 Items. 

/f your spouse's net income, while married, w/*'/ exceed 97,600 in tha year, you may not claim this exomption* 

Married and supporting spouse 

O 1 . whose net income for the year« while married, will not be over $250 Ciaim $1,350 

D Z whose net incomo for the year, while married^ will be over $250 but not ov0r $1,600 $ 1,6 00 

Less: spouse's net Income $ 

Claim $ 

Single, divorced, separated or widow(er) 

Exemption may be claimed for a relative (a) wholly dependent on you or on you and one or more other persons and (b) living 
in a dwelling (in which you reside) maintained by you or by yo j and such other persons of whom the dependant is also a 
relative. (Vou may claim herD only if it has been agretd that no other pe/5on wi}} cfaim for the same dependant or in respect 
of the same dwelling.) 
If the dependant's 

O 3. net tncomo for the year wtH not be over $250, provide details betoW* and claim $1,350 

D 4. net income forth J year will ba over $250, but not over $1,600 0 1.6 00 

Less: dependant's net Income $ 

Provide details below* and claim ft 

^Dependant's name 



► $ 



1,500 



^Relationship to you 



Exemption for Wholly Dependent Children 

Exemption may be claimLj for a wholly dependent Son, daughter, grandchild, niece Or nephew under age 21 or any age If iri full* 
time attendance at a school or university or infirm. A niece or nephew may be claimed only if (a) you have complete custody and 
control of the child, or (b) the child resides in Canada and also the mother is a widow or is separated or divorced and does not 
receive afimony or simitar allowance for the child's maintenance, or tlie father is mentally or physically infirm. Provide details below 
end claim according to the age and estimated net income of the child, is follows: 

Under age 16 at end of the year— If net income will not be over 51,000, claim S300. (If net income will be over $1,000 but not 
ever $1,600, claim $300 minus one-half the amount by which income exceeds $1,000.) 

Age 16 or over at end of the year—If net income will not be over 050, claim $550. (If net Income will be over $1,050 but 
Hot over $1,600, claim s550 minus the amount by which income exceeds $1,050.) 
No c]sim may be made here for a chHd you have claimed in items 3 or 4 nbove. 



Name of child 
(Attach list if spacs is insufficient} 


Befationship 
to you 


Estimated annua} 
net income 


year of 
Birth 


if over 21. State schoot 
attended or whether infirm 











































Exemption for Other Dependants (A) Parents, Grandparents, Brothers or Sisters (including in-law?) 

(B) Aunts or Uncles Resident in Canada (including in-laws) 
Provide details below and claim esitimated amount to be spent in support of each dependent (not exceeding the maximum which is 
determined according to the age and income of the dependant as described in the "Exemption for Wholly Dependent Children" area 
ebove. If any other person also contributes to the support of a dependanl.listed here, the combined amount claimed by you and such 
Other person must not exceed the allowable maximum determined for that dependant. No claim may be made for (a) a dependant 
over age 21 who is not mentally or physically infirm (unlesc that dependant is a brother or sister In fulNtime attendance at a school 
or university) or (b) a dependant you have claimed in items 3 or 4 above. 



f^ame and address of dependant 
(Attach list 'f space is insufficient) 


Dependarn s 


Estimated amou it 


If over 21. state school 


Relationship 
to you 


Net income 
in year 


Year of 
Birth 


you vi/ill spend i.i 
support of depenosnt 


attended or 
whether infirm 












► S 












► $ 


Total Personal Exemptions 










► $ 



Claim for Tuition Fees by Students Only— Claim the amount by which the tuition fees exceed the total (less $500) 

of &n scholarships, fellowships or butsaries which wUl be received during the calendar year. Inquire at your Disttvct Taj^aiion OMice^ $_ 

for further information. 



Total Claim — (This entry wiU not ba less than ^1^00) 



Exemption C.'aim for Casual. Seasonal or Part-time Employment— ^Va//rf /or current calendar year only) 
This area must be completed by an employee who Is receiving pay at a rate that is subject to tax deduction but who claims exemption 
because total earnings (including free board and lodging) from all sources for the full calendar year wtd be (ess than the tota) personal 
exemptions claimed, No claim may be made here by e person not resident in Canada for the whole year unless his earnings for tha 
year in Canada wilt be less than his exemptions apportioned to the period of residence in Capadi. 

Income to date this year from all sources — — — — — — — — — — — — 

Estimated income for remainder of year from alt sources — — 

Total estimated Income from all sources — — — — — — — — — — — — — — 



Certification 



I HEREBY CERTIFY that the informetion given in this return istrue^ correct and complete to the best of my knowtedgs and belief. 

Cignati'm ^C^yw^ "^inr^I^Q.: nrnii "^^^fw . i kx . ^ \\ 

^ It It ■ »»riout off«nc< to imlct ■ hf— rtum. ^ 

person ^ho kno 



I1U» ••riout offenc* tom»Ic« a fafM rttum. 



19. 



Warning: An empfoyw should rafer a form TD1 containing doubtful atatemenu to the Districi Taxation Office. Any person Kbo knowinQly •cceJSta « form T01 containing fait* 
or d«C«ptiV« miuntntM commit* « »«r(oui offence, Empfoyafe muet retain eompletad forme TO! for Inafwction by officers of lh» Oapanmant of National Revenue, Taxation. 

fotm auUtoiUtd anU pinciUied by Ui» Minister of National Bevenuo (Fran^a^t au verso) 
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DEPARTMENT OF NATIONAL REVENUE, TAXATION 

EMPLOYEE'S TAX DEDUCTION RETURN 

• Complete and file one copy of this return with your employer 
(a) when you commence employment, or (b) within seven days of any chango affecting your personal exemptions. 

• If you do not file this return, as required, income tax will be deducted as though you were a single person without dependants. 

• Do not claim a child or othor dependant whose net income for the year will exceed $''.600. 

• Net income of your spouse or dependants includes any pension or supplement unde the Old Age Security Act or any similar Act 
of a province, benefits under the Canada or Quebec Pension Plan or the Unemployment Insurance Act. 1971. 

Family or Uast Name (Print) < 
usual First Name and Initials 




-D 1 

Fcv.1d72 



Present Address (Pe/manent address) 



Nome and Address of Spouso 



Social Insurance Number 



Dale of Birth 



► $ 

Claim $650 ^ $_ 



Claim for Personal Exemptions 
Basic Personal Exemption 
Age Exemption — If you are 65 years of age or over 

Klerried or Equivalent Exemption— if applicable. check0and claim only one of these 4 items. 

// your spouse's net income, while mawed, will exceed $1 ,600 in the year, you may not claim exemption. 

Married and supporting spouse 

O 1. whose net income for the year, while married, will not be over $250 Cfa«m$t,3 50 

H] Z Whose net income fof the year, while married, vvill be over $250 but not over $1 .600 $ 1,6 00 

Less; spouse's net income $ 

Claim $ 

Single, divorced, separated or w*dow(er) 

Exemption maybe claimed for a relative (a) wholly dependent on you or on you and one or more other persons and (b) living 
In a dwelling (in which you reside) maintained by you or by you and such other persons of whom the dependant is also a 
relative. (You may claim here only if It has been agreed that no other person will claim for the same dependant or in respect 
of the same dwelling.) 
If the dependant's 

C 3. net income for the year will not be over$250, provide details below* and claim $1,350 

n 4. net income forthe year will be over $250, but not over $1,600 $ 1,6 00 

Less: dependant's nut incoms $ 

Provide details below* 3nd claim 0 
^Dependants /».■» v9 'Relationship to you 



1,500 



Exemption for Wholly Dependent Children 

Exemption may be claimed for a wholly dependent son, daughter, grandchild, niece or nephew under age 21 or sriy age if in full- 
time attendance at a school or university or infirm. A niece or nephew may be claimed only if (a) you have complete custody and 
control of the child, or (b) the child resides in Canada and rlso the mother Is a widow or is separated or divorced and does not 
receive alimony or similar allowance for the child's maintenance, or the father is mentally or physically infirm. Provide details below 
end claim according to the age and estimated net income of '.he child, as follows: 

Under age 1 6 at end of the year— If net income will not be over $1 ,000, claim $300. (If net income will be over $1 ,000 but not 
over$1,600, claim $300 minus one* half the amount by which income exceeds $1,000.) 

Age 16 or over at end of the year— If net income will not be over $1,050, claim $550. (If net income will be over $1,050 but 
not over $1 '600, claim $550 minus the amount by which income exceeds $1,050.) 
No claim may be made here for a child you have claimed In items 3 or 4 above. 



Name of child 
(Attach list if space is insufficient) 


Relationship 
to you 


Estimated annual 
net income 


Year of 
Birth 


Jf over 21, state schoof 
attended or whether infirm 











































$_ 



Exemption for Other Dependants (A) Parents, Grandparents, Brothers or Sisters (including in<laws) ' 

(B) Aunts or Uncles Resident in Canada (including in-laws) 
FroViu'p details below and claim estimated amount to be spent in support of each dependant (not exceeding the maximum which is 
determined according to the age and income of the dependant as described in the "Exemption for Wholly Dependent Children" area 
0bove. If any other person also contributes to the support of a dependant listed here, the combined amount claimed by y/^u and such 
Other person must not exceed the allowable maximum determined for that dependant. No claim may be made for (a) a dependant 
over age 21 who is not mentally or physically infirm (unless that dependant is a brother or sister in full-time attendance at a school 
or university) or (b) a dependant you have claimed in items 3 or 4 above. 



Name and address of dependant 
(Attach list if space is insufficient) 


Dependant's 


Estimated amount 


If over 21, state schooi 


Relationship 
to you 


Net income 
in year 


Year of 
Birth 


you will spend in 
support of dependant 


attended or 
whether infirm 












► e 












► s 


Total Personal Exemptions 










► $ 



Clavm for Tuition Fees by Students Only— Clai.,^ the amount by which the tuition fees exceed the total (less $500) 
of all scholarships, fellowships or bursaries which will be received during the calendar year* inquire at your District Taxation Office 
for further information. 

Total Claim— cr/?/» entry wf// not be less than SI, 500) 



Exemption Claim for Casual. Seasonal or Part-time Employment — (Valid for current calendar year only) 
This area must be completed by an employee who is receiving pay at a rate that is subject to tax deduction but who claims exemption 
because total earnings (including free board and lodging) from all sources for the full calendar year will be less than the total personal 
exemptions claimed. No claim may be made here bv^ a person not resident in Canada for (he whole year unless his earnings for (ho 
year in Canada^ vvill be less than his exemptions apportioned to the period of residence in Canada. 

Income to date this year from all sources — — — — — — • — _ — ^ — — — 

Estimated Income for remainder of year from att sources — — — — — — — — — — — — — — ►$_ 

Total estimated income from all sources — — — ^ — — — ^ — — — — — — — — —— — ►$_ 



Certification 

I HEREBY CERTIFY that the Information given In this return Is true, correct and complete to the best of my knowledge and belief. 



W \% » »tf lout offenea to in»l» 1 rrtu/n. 



Wa^tng: An •mplov«r»hould tfffw a foim TD1 contalnino doubtful »ta(Bm«nts"to tha District Taxation OHIct- Any^rson who knowingly ao^pis a fofm TD1 containing falt» 
or asCtpUvt tlAtamsnta commita a Mrtouk oII«r\ca. Empioysrs mujt retain complatad formt TD1 lot intpeciion by olticars ol tha OBpartment of National Rsvanua, Taxation. 

fOtmauttieiiztd and praiciJSfldbytheMiniitor of National RevenuO (Fran^aia au v«r»o) 



19. 
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DEPARTMENT OF NATIONAL REVENUE, TAXATION 

EMPLOYEE'S TAX DEDUCTION RETURN 

• Completo and file one copy of this return with your empi over 
(a) when you commence employment, or (b) within seven day, l,. -my change affecting your personal exemptions. 

• If you do not file this reiurn, as required, Income tax will bo deduc:*. " as though you were a single person without dependants. 

• Do not claim a child or other dependant w io>e net Income for the year will exceed $1,600. 

• Net income of your spouse or dependants i. , eludes any pension or supplement under the Old Age Security Act or any similar Act 
of a province, benefits under the Canada or Quebec Pension Plan or the Unemployment Insurance Act, 1971, 




TD 1 



Family Or Last Name (Print) f) 


Social Insurance Numbar 


Usual First Nama and Initials 


Present Address (Permanent address) . \ - ^ 


Date of Birth 

1 . 1 


KamO and Address ol Spouso 


Dmy Month Y»9f 



Claim $650 



Claim for Personal Exemptions 
Basic Personal Exemption 
/\ge Exemption — if you are 65 years of age or over 
Married or Equivalent Exemption— UappUcBble, check0and claim onWon©ofthese4item8, 

/f your spouse's net income, while married, will exceed $1 ,600 in the year, you may not claim this exempt/on* 
Married and supporting spouse 

□ 1, whose net income for the year, while married, will not be over $250 Claim $1,3 50 
CU 2. whosenetincomefortheyear, while married, will bo ovor $250 but not over $1,600 $ 1,600 

Loss: spouse's nel income $ 

Claim $ 

Single, divorced, separated or widow(er) 

Exemption may be claimed for a relative (a) wholly dependent on you oron you and one or more other persons and (b) living 
In a dwelling (in which you reside) maintained by you or by you and such other persons of whom the dependant is also a 
relative. (Vou may claim here only if it has been agreed that no olher person will claim for Ihe same dependant or in respect 
of the same dwelling.) 
If the dependant's 

□ 3. net income fortho year will not bo over $250, provide details below* and claim $1,350 

□ 4. net income fortho year will be over $250, but not over $1,600 $ 1,6 00 

Less: dependant's net income $ 

Provide details below* and claim $ 
^Dependant's nama 'Relationship to you 



> $ 



1 ,500 



► $_ 



Exemption for Wholly Dependent Children 

Exsmption may be claimed for a wholly dependent son, daughter, grandchild, niece or nephew under age 21 or any age if in full- 
time attendance at a school or university or infirm, A niece or nephew may be claimed only if (a) you have complete custody and 
control of the child, or (b) the child resides in Canada and also the mother is a widow or is separated or divorced an>' does not 
receive alimony or simitar allowance for the child's maintenance, or the father is mentally or physically infirm. Provide de»-.ils below 
and claim according to the ago and estimated net income of the child, as follows: 

Undarage 18 at and of the year— If net income will not be over Si, 000, claim S300, (If net income wUl be over $1,000 but not 
over $1,600, claim $300 minus one-half the amount by which income exceeds Si, 000,) 

Ago 16 or over at end of the year— If net income will not be over $1,050. claim $550, (|f net income will be over $1,050 b 
not over $1,600, claim S550 minus the amount by which income exceeds $1,050.) 
No claim may be made here for a child you have claimed in items 3 or 4 above. 



Name of child 
(Attach list if space is insufficient) 


BeJationship 
to you 


Estimated annual 
net income 


Year of 

Birth 


if over 21 > state school 
attended or whether in/irm 










► $ 




















> 










► $ 



Exemption for Other Dependants . „.„m«h«. vmu.u«.m» .m-.«„^, 

(B) Aunts or Uncles Resident in Canada (including in-laws) 
Provide details below and claim estimated amount to be spent in support of each dependant (not exceeding the maximum which is 
determined according to the age and inc. me of the dependant as described in the "Exemption for Wholly Dependent Children" area 
above. If any other person also contributes to the suppon of a dependant listed here, the combined amount claimed by you and such 
Other person must not exceed the allowable maximum determined for that dependant. No claim may bo made for (u) a dependant 
overage 21 who is not mentally or physically infirm (unless thai dependant is a brother or sister in full -time attendance at a school 
or university) or (b) a dependant you have claimed in items 3 or 4 above. 



Name and address of dependant 
(Attach fist tf space is msul/tcient) 


Dependant's 


Estimated amount 
you wi/f spend in 
support of dependant 


If over 21, state school 
attended or 
whether infirm 


Heiationship 
to you 


Net income 
in year 


Year of 
Birth 



























Total Personal Exemptions 



$_ 

: ► >V 

Claim for Tuition Fees by Students Only— Claim the amount by which the tuition fees exceed the total (less $500) 

of all scholarships, fellowships or bursaries which will be received during the calendar year. Inquire at-your District Tjfxation Office^ $_ 

for further information. 



Total Claim — ^r/?/5 entry wiU not be less than SI 500) ■ ' ► $ / ^TD^ 

Exemption Claim for Casual, Seasonal or Part-time £m\i\oyfm&r{X--(Vaiid for current calendar year only) 
This area must be completed by an employee who is receiving pay at a rate that is subject to tax deduction but who claims exemption 
because total earnings (including free board and lodging) from all sources for the full calendar year will be less than the total personal 
exernptions claimed. No claim may be made here by e person not resident in Canada for the whole year unless his earnings for the 
year in Canada will be less than his exemptions apportioned to the period of residence in Canada. 

Income todate this yearfrom all sources — — — — — — — — — — — — — — — _ ^ $ 

Estimated income for reiViainder of year from all sources — — — — — — — — — — — — — — ^ $ 

. Total estimated income from all sources — — — — — — — — — _ — — ^ ^ $ 

Certification ■ 

I HEREBY CERTIFY that the Information given In this return is true, correct and complete to the best of my knowledge and belief. 

«flnai"'o r^t - y-^) ^ r^^JQ ^ rrvj Pat« S l a 1 2^ 

, tt \t » seftoui offer^eetamalcttfttf return. \ ' ^ ' 

If '/"JrJ::^".'!"'""^?' ■ """^^ contalfiing doubtful statemonis to ih^ District Taction Office. Any person who knowingly accepM a form TD1 contsimng falto • 

Of deccptiv* «UUment4 commit* « tcnou* Oiknce. Employers rnust retain completed forms TD1 lor Jn«pecJion by officers ol the Departmonl of NoUonal Revenue, Taxation* 

fotmoulhotlifldandprBscribedbyilie Minister ol National flevenu© (Fran98iB au verso) 
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DEPARTMENT OF NA->:oNAL REVENUE. TAXATION 

fe EMPLOYEE'S TAX DEDUCTION RETURN 

• Complete and file one copy of this return with your employer 
(a) when you commence employment, or (b) within seven days of any change affecting your personal exemptions. 

• If you do not file this return, as required, income tax will be deducted as though you were a single person without dependants. 

• Do not claim a child or other dependant //hose net income for the year will exceed $1,600. 

• Net income of your spouse or dependants includes any pension or supplement under the Old Age Security Act or any similar Act 
of a province, benefits underthe Canada or Quebec Pension Plan or the Unemployment insurance Act, 1 971 . 



TO 1 



Family or Last Name (Print) ^ . 

— ckadicJ 

Usual First Name and Initials ^ 


Social Insurance Number 


rresent Address (Permanent address) \\ /\ 


Date of Birth 

1 1 


namaand Address of Spouse wa" ^ ' 


D»Y Month Yw 



Cleim$650 



Claim for Personal £xemptions 
Basic Personal Exeription 
Afle Exemption — if you are 65 years of ago or over 
IV^arried or Equivalent Exemption--Ifapplicable,check0andc!aimonry one of these^ items. 

if your spouse's net income, while married, will exceed $1 ,600 m the yesr, you may not claim this exemption, 
Married and supporting spouse 

D 1. whose net income for the year, while married, will not be over $250 Claim $1,350 

D 2, whosenetlncom0forthoyear,whi'e married, will be over $250 but not over $1,600 ^ $ 1,600 

Less: spouse's net income $ 

^ Claim S 

Single, divorced, separated or widow(er) 

Exemption may be claimed for a relative (a) wholly dependent on you or on you and one or more other persons r^nd (b) living 
In a dwelling (in which you reside) maintained by you or by you and such other persons of whom the dependant is also a 
relative. (You may claim here only if It has been agreed that no other person will claim for the Same dependant Qt in respect 
of the same dwelling.) 
If the dependant's 

O 3. net income for the year will not bo over $250, provide details below* and claim $1,350 

D 4. net income for the year will be over $250« but not over $1,600 0 1,600 

Less: dependant's net income $ 

Prowde details below* and claim 0 . 
* Dependant's namo . * Relationship to you 



► $ 1,500 

► $ 



Exemption for Wholly Dependent Children 

Ex«mptlon may be claimed for e wholly dependent son, daughter, grandchild, niece or nephew under ege 21 or any age if in fulN 
time attendance at a school or university or infirm. A niece or nephew may be claimed only if (e) you have complete custody and 
control of the child, or (b) the child resides In Canada and also the mother i$ a widow or Is separated or divorced and does not 
leceive elimony or similar allowance for the child's maintenance, or the father is mentally or physically infirm. Provide details belov/ 
end claim according to the age and estimated net income of the child, as follows: 

Under age 16 at end of the year— If ret Income will not be over $1,000, claim $300. (If net Income wilt be over $i,GGO but not 
over $1 ,600, claim $300 minus one>half the amount by which income exceeds $1 ,000.) 

Ago 16 or over at end of the year-^lf net income will not be over $1,050, claim $550. (If net income will be over $1,050 but 
not over $1,600, claim $550 minus the amount by which Income exceeds tl]050.) 
No claim may be made here for a child you have claimed in items 3 or 4 above. 



Name of child 
(Attach list if space is insufficient) 


Relationship 
to you 


Estimated annual 
net income 


Year of 
Birth 


tf over 21, state schoof 
attended or whether infirm 










- 

































Exemption for Other Dependants (A) Perents. Grandparents, Brothers or Sisters (Including ih-laws) 

(B) Aunts or Uncles Resident in Canada (including in-laws) 
Provide details below and claim estimated amount to be spent in support of each dependant (not exceeding the maximum which is 
determined according to the age and income of the dependant as described In the "Exemption for Wholly Dependent Chilcjren" area 
above. If any other person also contributes to the support of a dependant listed here, the combined amount claimed by you and such 
Other person must not exceed the allowable maximum determined for that dependant. No claim may be made for (a) a dependant 
over age 21 who is not mentally or physically infirm (unless that dependant is a brother or sister in full'time attendance at a school 
or university) or (b) a dependant you have claimed in items 3 or 4 above. 



Name and address of dependant 
(Attach list if space is insufficient) 


Dependant's 


Estimated amount 


If over 21, state school 


Relationship 
to you 


Net income 
in year 


Year of 
Birth 


you willspend in 
support of dependant 


attended or 
whether infirm 












► d 














Total Personal Exemptions 










► $_ 



Claim for Tuition Fees by Students Only— claim the amount by which the tuition fees exceed the total (less $500) 
Of all icholiarships, fellowships or bursaries which will be received during the calendar year. Inquire at your District Taxation Dffice^ 
forfurthar Information. " 



ERIC 



Total C\a\rC\—(Thfs entry will not be less than SI, 600) 



Exemption Claim for CasuaU Seasonal or Part-time Employment— -^Va/W^ofcwrrent c«/«nrf«r year :n.ly) 
This area must be completed by en employee who Isrecalving pay at a rate that is subject to tax deduction but who claims b'xemptlon 
fcscause total earnings (Including free board and lodging) from all sources for the full cfllandar year will be lass than the total personal 
exemptions claimed. No claim may be made here by a person not resident in Canada for the wholo year unless his earnings for tho 
yaar in Canada, will be less than his exemptions apportioned to the period of residence ln Canada. 

Income to date this year from all aources — — — — — — — ^$ 

Estimated Income for remainder of year from all sourceo — ••.••^*-*...-»»^«*^.».»«... 
Total ettlmated Income frorn all sourest - - — — 



Certification 

I HEREBY CEnTIFY that tho Information given In this return Ittntt, correct and complftttttothe beat of my knowledQe and be'Jef. 



fiignatur*. 



It ll I itrloui offir^e* to miVe a fstia return. 



Date. 




Wirnino : An •mployetthould r«ttr t form T01 coWaWnQ doubtful ■tiiiminli to lh« Olltrlci Tixwlon Otflct. AnV^«non who ltnowlno>v acctpia • form T01 conmnlno f«lt» 
or dflClpUva aUltminU commits e ••rlOUl Olttncs, Emplovm muit f«i«ln compltlad formi TDI for ln«p«ct{on by offictrt Of Vt\% Olpartmont of Nitionti Rtveni;" Tixatlon. 

Fo(mautbo[Utdtndpfiicri)>rtbytAeMlnlit«rofNiUQnalRtvinue (Frin9iii aw vtrto) 
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DEPARTMENT OF NATIONAL REVENUE, TAXATIOM 

EMPLOYEE'S TAX DEDUCTION RETURN 

• Complete and (lie one copy of this return with your errployor 
(a) when you commence employment or (bj within eeven days of any change affecting yoLT personal exemptions. 

« If you do not file this return, as i^jqulred. Income tex will be deducted as ih ough you were d single person without dependant*. 

• Do not claim a child or other dependant whose net income for the year will excaed $1 ,600, 

• Net income of youf spouse or dependants Includes any pension or supplement under the Old Ago Security Act or any similar Act 
of a province, benefitt under the Canada or Quebec Pen sion Plan or the Unemployment Insurance Act, 1971. 

family or Last Name (Print) T 

Ulnj-f" : 




TD 1 
Riv,1972 



CrBtm$650 



Usual First Nsms and inltlali . 
P/eaanl Addross ( Permanent address) * ^ X 
Fvama and Address of Spouso " 

\^^^yf^ 

Claim for Personal Exemptions 
Basic Personal Exemption 
Age Exeniption>~if you are 66 years of age or over 

iWarried or Equivelent ExBmptlon-lfappllcab!e.chflck0Bndc)Blmonly oneofthDse4itemB!, 

if your spouss's net income, white mar/Jed, wJU exceed 9 J, 600 in the year, you may not cfaJm this exemption. 
Married and supporting spouse 

G 1. whose net Income for the year, while married, will not be over $250 Claim 1 1,3 5 0 

□ 2. whosa net income for the yaar, while married, will be over $250 but not over^V 600 $ 1,6 00 

Less: spouse's net Income $ 

Claim ^ 

Single, dlvorcedr seperated or wldow(er) 

Exemplion may be claimed for a relative (a) wholly dependent on you or on you and one or more other persons and (b) living 
In a dwelling (in which you reside) maintained by you or by you and such other persons of whom the dependant Is also a 
relative. (Vou may claim here only if it has been egreed that no other person will claim for the same dependant or in respect 
of the same dwelling.) 

If the dependent's 

n 3. nellncome for the year will not be over $250. provide details below" and cl8lm*1,350 

O 4« net income for the year will be over $250, but not over $1,600 $ 1,600 

Less: dependant's net Income $ 

Provide details below* and claim $ 
^Dependant's name 'Relationship to you 



Social Insurance Number 



Oate of Birth 



> $ 

► $_ 



1,500 



Exemption for Wholly Dependent Children 

Exemption may be claimed for e wholly dependent son, daughter, grandchild, niece or nephew under age 21 or any ege if in full- 
time attendance at a school or university or infirm. A niece or nephew may be claimed only if (a) you have completf cUslody end 
control of the child, or (b) the child resides in Canada and also the rtiolher is a widow or is separated or divorced ana does not 
receive alimony or similar allowance for the child's mainienunce. or the father is mentally or physically infirm. Provide details below 
end claim according to the ege and estimated net Income, of the child, as follows: 

Under age 16 at^nd of the yenr-lf net income will not be over $1,000, claim S300. (If net Income will be over$t.000 but not 
over $1,600. claim $300 miaus o^e-half the amount by which income exceeds Si. 000. J 

AgiB 16 or over at end of the year-lf net income will not be over $1,050, claim $550. (U net income will be over $1,050 but 
Hot over $1,600. claim ^550 minus the amount by which income exceeds $1,050.) 
No claim may oe made here for a child you have claimed in items 3 or 4 above. 



A/ame of child 
(Attach list if zpace is insufficient) 


fleJationship 
to you 


Estimated annual 
net income 


Year of 
Birth 


ff over state schoof 
attended or whether infirm 


"BiTR 









































Exemption for Other Dependants (A) Parents, Grandparents. Brothers or Sisters (including in- laws) 

(B] Aunts or Uncles Residentin Canada (including in laws) 
^rovfde detaifs befow and claim estimated amount to be spent in support of each dependant (not exceeding the rnaxlmu'm ,^/hich is 
Oetermined according to the age and income of the dependant as described in the "Exemption fcr Wholly Dependent Children" area 
ebovB. If any other peisor^ also contributes to the support of a dependant listed here, the combi.ied amount claimed by you end such 
Other person must not t,xceed the allowable maximum determined for that dependant. No clai.n may be made for (a) a defendant 
over age 21 who is not mentally or physically itiffrm (unfess that dependant is a brother or siste- 'n ful'-time attendance at a school 
or university) or (b) a dependant you have claimed in items 3 or 4 abovo. 



56d 



A/eme and address of dependant 
(Attach list if space is insufliciont) 


Dependant's 


Estimated amount 
you will spend in 
suppott of dependant 


If over 21, state school 
attended or 
whether infirm 


Relationship 
to you 


Net income 
in year 


Year of 
Birth 



























.^ $ 

_► $ ^ 

loiai personal bxemptions ^ s 3 Jiyf) 

Claim for Tuition Fees by Students Only— Claim me amount by which the tuition fees exceed the otal (less $500) 

of all scholarships, fellowships or bursaries which will be receivud during the calendar year* tnquife at your District Taxation Office^ S 

forfurther information. ' 



Total C lafm — (This entry will not be less than SfMOO) ^ $ 3 7^ 

Exemption Claim for Casual, Seasonal or Part-time Evnployment—cValidfor current calendar Ye,^r only) 
This area must be completed by an employee who is receiving pay at a rate that is subject to tax deduction but who clain s exemption 
because total earnings (including free board and lodging) from all sources for the full calendar yecr will be less than the tt tal personal 
exemptions claimed. No claim may be made here by a person not resident In Canada for the whole year unless his earn.ngs for th© 
year in Canada will be Jess than his exemptions apportioned to the period of residence in Canada. 

Income to date this year from all sources — — — — — — — — — 

Estimated income for remainder of year from all sources — — — — — — 

Total estimated income f/om all sources — — — — — — 

Certification ; 

I HEREBY CERTIFY thatthelnformationgivenfnlhlsreturnlstrue.correctandcompletfttothebestof myknovWedgeandbeli^^^ 

a<qn.tura-Jii^ l^feii Date.%WAW-^2/ l aV^ 

«— \ U ltiiii>tlouioffeneatoiT>ilttsf<Tur8tijrn. ^ / 

^d^nr{.i"J.T.^ZT. inm^it'/S'i''"'" ^'J* '^^""""^"O do^biful ,,a,emeni. to ;t,e DJsu.ci tax.iion Olfic». Any Otiion who knoiingty accepts . form T01 ComalnlrHi f.(,» " 

« decspUvi sUUmsntS «mmM S Mtious fl|f«n«. Emptorer, „„in coa,p..i-d lorm. TDI lor ir„p.cilon by ollic«« of u.H-...u.m pi 'Sal Revenue Ta^^ 

forraeuttier«tdandpr«icraKdbyiheMmiiteroJNa;ionallievBnu» (Ftancaitauverto) 
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DEPARTMENT OF NATIONAL REVENUE. TAXATION 

EMPLOYEE'S TAX DEDUCTION RETURN 

• Complete nnd file one copy of this return with your employer 
(.1) when you commence employment. 01* (b) within seven days of any change affecting your personal exemptions. 

• If you do not file this return, as required, income tax will be deducted as though you we<e a single person without dependants. 

• Oo not claim a child o< other dependant whose net income for the year will exceed $1 ,600, 

• Net income of your spouse or dependants includes any pension or supplement under the Old Age Security Act or any similar Act 
of a province, benefits under the Canada or Quebec Pension Plan or the Unemployment Insurance Act, 1971 . 



TD 1 
Rev. 1972 



Family or Last Name (Print) ^ ^ 


Social Insurance Number 


Usual First Name end Initials 


Present Address (Permanent address) \\ r\ 


Date of Birth 

1 1 


Neme end Address of Spouse 


Ofy Month y**r 



► $ 

CIelm$650 ► $_ 



Claim for Personal Exemptions 
Basic Personal Exemption 
Age Examptlon — If you are 65 years of age or over 
Married or Equivalent Exemption — if applicable, check f/jand claim only one of these 4 items, 

// your spouse's net income, while married, will exceed $1 ,600 in tho year, you may not Claim this exemption. 
Married and supporting spouse 

fll 1. whose net income for the year, while manied, will not be over $250 Claim$1,3 50 

LIj 2, whose net income for the year, while married, will bo over $250 but not over $1,600 $ 1,6 00 

Less: spouse's net income $ 

CIrim S 

Single, divorced, separated or widow(er) 

Exomption may be cLiimed for a relative (a) wholly dependent on you or on you and one or more other persons and (b) living 
in a dwelling (in which you reside) maintained by you or by you and such other persons of whom the dependant is also a 
felative. (Vou may claim here only If il has been agreed that no other person will claim for the same dependant or in respect 
of the same dwelling.) 
If the dependant's 

d 3. net income for the year will not be over $250. provide details below* and claim $1,350 

U 4. netincomefof the year will be over $250. but not over $1.6C0 $ 1.6 0 0 

Less: dependant's net income $ . 

Provide details below* end claim $ 
^Dependant's name ' * Rela'.ionship to you 



Exemption for Wholly Dependent Children 

Exemption may be claimed for a wholly dependent son. daughter, grandchild, niece or nephew Under age 21 or any aye if in full- 
time attendance at ^ school or university or infirm. A niece or nephew may be clairicd only if (a) you have complete custody and 
control of the child, or (b) the child resides in Canada and also the mother is a widow or is separated or divorced and does not 
receive alimony or similar allowance for the child's maintenance, or (he father is rronlally or physically inf/rrrj. Provide details below 
find claim according to the age and estimated net income of the child, as follows: 

Under age 16 at end of the year — 1' net income will not be over $1,000. claim $300. (If net income wilt be over $1,000-but not 
Over $1,600, claim $300 minus one-half the amount by which income exceeds $1,000.) 

Age 16 or over at end of the year— If net income will not be over $1,050. claim $550, (If net income will bo over $1,050 but 
not over $1,600, claim $550 minUs the amount by which income exceeds $1,050.) 
No claim may be made here for a child you have claimed in items 3 or 4 above. 



Name of child 
(Attach list a space is insufficient) 


Relationship 
to you 


Estimoterf annual 
net income 


Year of 
Birth 


If over 21, state school 
Sttended or whether infirm 











































-► $_ 
-► 



Exemption for Other Dependants (A) Parents. Grandparents. Brothers or Sisters (including in<laws) 

(B) Aunts or Uncles Resident in Canada (including in<laws) 
Provide details below and claim estimated amount to be spent in support of each dependant (not exceeding the maximum which is 
determined accordmg to the ago and income of the/dependant as described in tho "Exemption for Wnolly Dependent Children" area 
ebcve. If any other person also contributes to the support of a dependant listed here, the combined amount claimed by ynu and «iuch 
Other person must rot exceed the allowable maximum determined for that dependant. No claim may be made for (a) a dependent 
over age 21 who is not mentally or physically infirm (unless that dependant is a brother or sister in full-time attendance at a schcol 
or university) or (b) a dependant you have claimed in items 3 or 4 above. 



Name and address of dependant 
(Attach fist if space is insufficient) 


Dependant's 


Estimsted amount 
you will spend in 
support of dependant 


It o\fer 21, state school 
attended or 
whether infirm 


Relationship 
to you 


Net income 
in year 


Year of 
Birth 

























Total Personal Exemptions 



1 .500 



_► 

. ► 

Claim for Tuition Fees by Students Only—Claim the amount by which the tuition fees'exceed the total (less $500) 
of all scholarships, fellowships or bursaries whi.:h will be received during the calendar year^ inquire^t your District Taxation Office^ 
for further information. . ' " . 



Total Claim — fr/»5 entry w///not be .en than il ,500} . " ; ' . » ^ U $ / ^^t^ 

Exemption Claim for Casual. Seasonal or Part-time Employmant — i Valid for current calendar year only) 
This area must be completed by an employee who is receiving pay at e rate that is subject to tax deduction but who claims exemption 
becaure total earnings (int:ludir>g free board and lodging) from all sources for the full celendar year will be less than the total personal 
ejtemptioris claimed. No claim n..iy be made here by e person not resident in Caneda for the whole year unless his earnings for tha 
year in Canada will be less than his exemptions apportioned to the period of residence In Canada. 

Incon. 9 *o date this year from all sources — — — — — — — — — — — — — ► $ ^ 

Estimatec* income for remainder of yeer from all sources — — — — — — — — — — — — ► $ ^ 

Total estimik'ed income from all sources — — — — — ^ — — — ^ $ 

Certification '. '■ '. 

I HEREBY CERTIPV that theWorm&tion given (nihlsrelumlilrue, corrc'^l and torr.piotetotfiebes^of my knowledgoa^ 

Womiture ^^t^-y , ^^ , ^ — {^.^tX/Lp^Tj^ Date 

It It ■ >f lou> ofT«nc» to mtfce ■ f*Tt> rtturn. . / 

Wirnlng: Ar» smployer ihouJd rtfvr ■ form TDt contiinino doubtful italemarrtl to th« Oistnct Tamtion OMicr Any p«rion who knowinOly acMpts ■ (orm T01 containing fab* " 
or d«c«j>:4Va «iiUt/nant« commit* a »«r<ou« ol/«nCff. £mP»oy«f« mmt rotim compr«««d formi TDl for inmeciion by officfrc of (rt« Dcpartmcnc of N«lionaf R«vBnu*. Tfxftioru 

FocmauthotixcdAnd prtftctibedby thP Miniitor of NationtI Rivenut (FrtnfCii lu verto) 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 

LESSON FAB27 RECORDING THE PAYROLL 



INSTRUCTOR'S. GUIDE 



OVERVIEW 

Proper payroll records mist be kept by the businessman in order to 
meet the regulations laid down by the Department of National Revenue, 
Taxation Branch. In lesson FAB26, "Payroll Deductions", the students 
learned how to prepare records for individual eiT5)loyees. In this 
lesson they learn how to record the payroll into their books and to remit 
payments of withheld deductions as required by law. 

'A payroll register is used to summarize the individual pay sheets 
and to help: irii the posting of the books. Laformation from the. payroll 
register is used to determine what amounts to debit or credit to-the. 
various expense and payable accounts involved in payroll. The student 
is shown >how to prepare the payroll register and then how to post the 
General Ledger accounts from it. 



OBJECTIVE 

Ihe students will be able to prepare and post a payroll register. 



RESOURCES REQUIRED 

1. Exercise FAB27-1, "The Payroll Register". 

2. I4ilti- column Journal sheets. 
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METHODOLOGY 

!• Hand out the Readings, and read the Purpose and Introduction, 



PURPOSE 

In this lesson you mil be shown how to record the informa- 
tion on individual pay sheets into a payroll register. 



INTRODUCTION 

Detailed and accurate payroll records are needed for deter- 
mining the aiaount of money paid out to einployees, the amount of 
money paid to the government on behalf of ejnoployees, and the 
amount of money paid to the government on behalf of the business 
as required by the Department of National Revenue for the 
Unemployment Insurance Commission and Canada Pension Plan 
regulations. All this information is recorded into a special 
form called a payroll register. 



OBJECTIVE: THE STUDENTS WILL BE ABLE TO PREPARE AND POST A PAYROLL 
• REGISTER. 

Stimulus 

2. Ask the students how they would record the payroll into the books 
of the business. 

Clarify the Problem . • 

3. Discuss, having the students outline as clearly as possible the 
bookkeeping proctiure they would follow. 

Provide Information 

4. Suggest that a summary form called a payrbll register is useful 
in posting the payroll to the books of a business, 

5. Read Section 1 of th^ Readings* 
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CONTENT 

!• The Payroll Registe r 

The manager o£ a business is interested in knowing the 
total amounts o£ money paid in wages and withheld for Canada 
Pension Plan, uneinployment insurance and incorae tax. Tliere- . 
fore, each pay dav, information- from indi*!?ldual pay sheets 
is collected on the payroll registei*. 

Pay Day Noveniber 25, 19 



2 weeks ending 



EMPLOYEE 


EXEMPTION 
CATEGORY 


TOTAL 
EARNINGS 


INCOME 
TAX 


U.I.C. 


CP. P. 


TOTAL DE- 
DUCTIONS 


NET 
PAY 


CHEQUE 
NUNBER 


T. Bailey 


4 


250.00 


38,85 


2.25 


4.08 


45.18 


204.82 


37 


C. Nijnes 


1 


125.00 


14.70 


1.12 


1.83 


17.65 


107.35 


38 


R. Roberts 


4 


300.00 


53.75 


2.70 


4.98 


61.43 


238.57 


39 


T. Smith 


2 


205.00 


32.45 


1.84 


3.27 


37.56 


167.44 


40 


TOTALS 




880.00 


139.75 


,7.91 


14.16 


161.82 


718.18 





L . I 

Note : Before the session, prepare several payroll registers on 
the flip chart . 

6, Hand out multi-column Journal sheets to the students. Have them 
head up the columns as illustrated in the example in the Readings. 

7. Read Section 2 of the Readings. Instruct the students to follow 
the recording, procedure outlined, using the information '/provided 
in the pay sheet of T. bailey. 



2. Recording in the Payroll Register * 

At the top of the payroll is the date of the end of the 
pay period :^ .2 weeks ending Noveoriber 25. 

The name of each emploj^ee and all the necessary infor- . 
mation on his pay sheet is recorded into the proper columns 
of the payroll register. Let us look at the entries for 
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T. Bailey. His payroll sheet, from vdxich the information 
is taken, is attached at the end of the lesson. 

The name of tiie employee is written in the column of the 
payroll register headed EMPLOYEE, 

In the payroll register column headed EXEMPriON CATEGOilY, 
the column number of th3 TAX DEDUCTIONS block on the pay 
sheet is placed. This indicates the category of exemptions 
declared by the euployee on his TDl form. T. Bailey is 
claiming $2,350.00 in exemptions, and is in category 4. 

The TOTAL EARNINGS column indicates the gross earnings 
of the enployee during the pay period. During the two-week 
period, T. Bailey has earned $250.00 gross. 

In the INCOME TAX column is entered the amount of 
incoms tax deducted from the present pay cheque and corres- 
ponds to the icome tax figure on the pay sheet. T. Bailey 
has had $38. 6 deducted from his wages. 

The amount of unen5)loyment insurance deducted from the 
present pay cheque is entered in the payroll register colum 
headed U.I.C. This figure corresponds to the uneirployraent 
insurance figure on the individual's pay sheet. T. Bailey 
has had $2.25 deducted from his gross earnings for uneiiploy- 
ment insurance. 

In the.^coluran entitled CP. P., the amount of Canada 

Pension PI afi; contributions deducted from the gross earnings 

of the pay period is recorded. The figure entered on the 

payroll register corresponds to tho amount recorded in the 

C.P.P. deduction column of the individual's pay sheet. 

T, Bailey had contributed $4.08 to Canada Pension during. 

the pay period. 
♦ 

The deductions (income tax, U.I.C. and C.P.P.) are 
totalled and the total is recorded in the. payroll register 
CO limn entitled TOTAL DEDUCTIONS. Total .deductions for 
T. Bailey during the period are $45.18../ 

The fi-gure that is entered in the cplimn NET PAY is the 
difference between total earnings and total deductions. 
This is the take -home pay of the employee. T. Bailey receives 
net pay of $204.82. 

The nimiber of the cheque issued to the employee for his 
net pay is recorded in the payroll register column entitled 
Cm($JE NUMBER. T/ Bailev was given cheque number 38. 
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Now that you have recorded all the information for 
T. Bailey, you turn to the pay sheet of the next eraployee to 
be paid and record the information in the same ananner. 

After all the pay sheets have, been recorded into the 
payroll register, you total the following columns: 

Total Earnings 
Incoine Tax 
U.I.C. 
C.P.P. 

Total Deductions 
Net Pay 

T\)e totals are then used to joumalize the payroll. 



8. Have the students head up a Cash Payments Journal and a General 
Journal . 

9. Read Section 3. Instruct students to record deductions shovsTi in 
the Payroll Register, in the Casii Payments Journal and the General 
Journal as shown, in the exaniples. 



3. Journalizing and Posting the Payroll 

After the totals of the deductions and the net pay are 
found, you use these totals to record tlie payment of the 
payroll into your Cadi Payments Journal and your General 
Journal. 

Thj5 total of the net column is recorded in the Cash 
Payment "Journal as follows: 
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Wages expense is debited $718.18 and bank is credited $718.18 

The entry shows that on November 25, 19 , cheques totalling 

$718.18 were given out for payroll. The exact details can be 
found in the payroll register and details for individuals can 
be. found in the pay sheets. 
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The total amounts withheld from the erroployee's pay 
cheques as required by the Departraent of National Revenue, 
Taxation Branch, are recorded in the General Journal ♦ The 
totals for income tax and for Oaeiiiploy}Bent Insurance and 
Canada Pension Plan coutriiTutions that were determined in 
the payroll register are rtjcorded in the General Journal. 
Tlie employer is required b)' law to contribute 1.4 times the 
amount for Unenjiloyment ln5;urance and Canada Pension Plan, 
and these are recorded 5n the General Journal. 

Tlie General Journal entries for November 25 are shown 
below. 
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The credit entries are immediately posted to the follow- 
ing accounts in the Accounts Payable Subsidiary Ledger: 

(].) income tax payable - 

(2) U.I.C. - CP. P. enployee - 

(3) U.I.C. - CP. P. employer - 

The amount recorded to U,I,C - C.P,P, as paid by the 
employer is the same as employee for C.P.P, and 1.4 tines 
enployee U.I.C. $14.16 + (7.91 X 1.4) = $11.04. 

Ihe totals of tlie income tax payable, U.I.C. - C.P.P. 
employee and U,I.C. - CP. P. employer accounts are posted 
to the accounts payable control account in the (General Ledger. 

The off -setting debit entries are posted to wages ^ 
expense and U.I,C - CP. P. expense accounts in the General 
Ledger. 



10. Explain the manner of determining the amount of UIC-CPP expense 
and UIC-CPP eii5)ioyer. UIC-CPP expense is the amount shown in the 
payi'oll register. The''.eii5}loyer portion is simply the sum of the 
CPP deductions for the 'employees plus 1.4 times the eirployee 
UIC deductions. It Should also be noted that wages expense recorded 
in the Cash Payments Journal plus wages expense in the General 
Journal should total the gross earnings of the eitployee as noted 
in the payroll register imder total earnings. 
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Cash Payment Journal wages expense $718.18 

General Journal wages expense 161 . 82 

Total $880.00 

12. Read Section 4 o£ the Readings. Instruct the students to record 
the exaii5)le in the Readings into ^±xair Cash Payments Journal. 



4. Remittance of IncojBe Tax^ U.I.C. and CP.P. 

The amounts withheld for. income Vix, U.I.C. and CP. P. 
from the en5)loyee's pay cheques plus the amount contributed 
for U.I.C. and CP. P. by the employer must be remitted by 
the 15th of the month followixtg Lhe payment of wages. 

The amount remitted is the total of the income tax 
payable, U.I.C. - CP. P. employee and U.I.C. - CP. P. en^ploy- 
er accounts payable. 

A cheque made payable to the Receiver General of Canada 
is issued and sent to the nearest bank or credit union along 
with the proper remittance fom. The payment is recorded in 
the Cash Payo^^nts Journal as follows; 



JVe^^l^ii ^ I n I [| i 1 1 IJ 1 1 1 1 1 1 MM 



13. Read and discuss Section 5 of the Readings. 



5. .Summary 



: . Wages x'epresent a large expense item in most businesses 
»and 'this reason^ alone would justif)- the keeping of special 
payroll records. Mother ijiportant reason for keeping 
special payroll records is that government regulations demand 
that they be kept. In this lesson you learned how to record 
the infoOTiation from the indi\rLdual pay sheets onto a 
payroll register. You then learned to post the totals from 
the payroll register to the proper accounts in the General 
Ledger. 
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For your own purposes and protection, you naist keep 
proper up-to-date payroll records. Payroll records must 
be kept on file until written permission is received from 
the Department of National Revenue, Taxation Branch, that 
uiey can be destroyed. Your payroll records must be kept 
up-to-date (as required-by law) in order that the Taxation 
Branch can inspect them whenever t^ey wish. 



In iicator 

14, Hand out Exerc ise FAB27-1, 'Tlie Payroll Register". Instruct 
the students to prepare and post a payroll register using the 
information in the exercise. 
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PAYROLL REGISTER 
Pay Perj.od Ending November 18/72 



EMPLOYEE 


EXEMPTION 
CATEGORY 


TOTAL 
.^EARNINGS 


INCOME 
TAX 


U.I.C. 


CP. P. 


TOTAL DE 
DUCTIONS 


NET 
PAY 


CHEQUE 
NO. 


J. Good lad 


1 


85.00 


12. 9S 


-.76 


1.32 


15.03 


69.97 


114 


T. Lapointe 


1 


125.00 


24.05 


1.12 


2.04 


27.21 


97.79 


115 


L. Miller 


6 


98.00 


9.65 


-.88 


1.56 


12.09 


85.91 


116 


M. Warren 


8 


112.00 


10.30 


1.01 


1.81 


13.12 


98.88 


117 


TOTALS 




420.00 


56.95 


3.77 


6.73 


67.45 


352.55 





PAYROLL REGISTER , 
Pay Period Ending November 25/72 



EMPLOYEE 


CATEGORY 


TOTAL ■ 
EARNINGS 


INCDMe' 
TAX 


U.I.C. 


CP. P. 


TOTAL DE- 
DUCTIONS 


NET 
PAY 


CHEQUE 
NO. 


J. Goodlad 


.i ' 


85.00 


12.95 


-.76 


1.32 


15.03 


69.97 


125 . 


T. Lapointe* 


1 ■■ 


125.00 


24.05 


1,12 


.2.04 


27.21 


97.79 


126 


L. Miller 


6 


98.00 


9.65 


-.88 


1.56 


12.09 


•85.91 


127 


M. Warren 


8 


112.00 


10.30 


1.01 


1.81 


13.12 


98.88 


■ 128 


TOTALS 




420.00 


56.95 


3.77 


6.7i' 


67.45 


I352.55 
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SUBJECT EIN/»J^CE, ACCOUNTING, BOOKKEEPING 



LESSON FAB27 RECORDING THE PAYROLL 



EXERCISE FAB27-1 
THE PAYROLL REGISTER 



North Country Outfitters Ltd. had agreed to provide guides to 
an exploration crew going into the north, John Smith, the manager, 
liad made arrangements with t-he exploration company to provide three 
guides and a cook for a period of eight weeks starting October 2, 
1972. The men would be paid by North Country Outfitters Ltd, John 
would pay each man at the end of the week \Aien the crew returned 'to 
the base camp, ' . 

The pay sheets for each of the four men are attached. 

Also attached are the payroll registers for the weeks ending: 

October 7 
October 14 
October 21 
October 28 
Novonber 4 
Novonber 11 , 



^ i nstructions 

1, Prepare the payroll register for the weeks ending November 18 
and November 25, 

2. Post the entries for the remittance of income tax deductions 
and U,I,C, - C,P,P, contributions up to and including the week 
ending November 4, 
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3. Post the Cash Payments Journal for all payments over the period 
October 2 to November 25, 1972, (use only information given), 
and make the Journal entries for the collection of income tax 
deductions and U.I.C. - CP. P. contributions during the weeks 
ending November 18 and November 25. 
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PAYROLL RF,GISTER 
Pay Period Ending October 7/72 



EMPLOYEE 


EXEMPTION 
CATfiGORY 


TOTAL 
EARNINGS 


INCOME': 
TAX 


UIC 


CPP 


TOTAL DE-' 
DUCTIONS 


NET "i CHEQUE 
PAY InO.-. 


J. Goodlad 


1 


85.00 


12.95 


-.76 


1.32 


15.03^ 


69.97 


43 


T. L?-pOir!te 


1 


125.00 


24.05 


1.12 


2.04 


27.21 


97,79 


44 


L. Miller 


. 6 


98.00 


9.65 


-.88 


1.56 


12.09 


85.91 


45 


M. Warren 


8 


112.00 


10.30 


4.Q1 


1.81 


13.12 


98.88 


46 


TOTALS 




420.00 


56.95 


3.77 


6.73 


67.45 


352.55 





PAYROLL REGISTER 
■ Pay Period Ending October 14/72 



EMPLOYEE 


EXEMPTION 
CATEGORY 


TGTAL 
EARNINGS 


INCOME 
TAX 


UIC 


CPP 


TOTAL DE- 
DUCTIONS. 


NET 
PAY 


CHEqUE 
NO. 


J. Goodlad 


1 


85.00 


12.95 


-.76 


1.32 


15.03 


69.97 


51 


T. Lapointe 


1 


125.00 


24.05 


1.12 


2.04 


27.21 


97.79 


52 


L. Miller 


6 


98.00 


9.65 


-.88 


1.56 


12.09 


85.91 


53 


M. Warren 


8 


112.00 


10.30 


T .01 


1.81 


13.. 12 


98.88 


54- 


TOTALS 




420.00 


56.95 


3.77 


6.73 


67.45 


352.55 
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PAYROLL REGISTER 
Pay Period Ending October 21/72 



EMPLOYEE 


Exemption 
category 


TOTAL 
EARNINGS 


INCOME 
TAX 


UIC 


CPP 


TOTAL DE- 
DUCnONS 


^T 
PAY 


CHEQUE 
NO. 


J; Goodlad 


1 


85.00 


12.95 


-.76 


1.32 


15.03 


69.97 


61 


T. Lapointe 


1 


125.00 


24.05 


1.12 


2.04 


27 . 21 


97.79 


62 


L. Miller . 


6 


98.00 


9.65 


-.88 


1.56 


12.09 


85.91 


63, 


M. Warren 


8 


112.00 


10.30 


1.01 


1.81 


13.12 


98.88 


64 


TOTALS 




420.00 


56.95 


3.77 


6.73, 


67.45 


352,55^ 





PAYROLL REGISTER 
Pay Period Ending October 28/72 



EMPLOYEE 


EXEMPTION 
CATEGORY 


TOTAL 
EAPJJINGS 


INCOME 
TAX 


UIC 


CPP 


TOTAL DE- 
DUCTIONS 


NET. 
PAY' 


CHEQUE 
NO. 


J. Goodlad 


1 


85.00 


12.95 


-.76 


1.32 


15.03 


69.97 


71 


T. Lapointe 


1 


125.00 


24.05 


1.12 


2.04 


27.21 


97.79 


72 


L. Miller 


6 


98.00 


9.65 


-.88 


1.56 


12.09 


85.91 


73 


M, Warren 


8 


112.00 


10.3JO 


1.01 


1.81 


13.12 


98.88 


74 


1 lOTALS 




420.00 


56.95 


3.77 


6.73 


67.45 


352.55 
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PAYROLL REGISTER 
Pay Period Ending November 4/72 



EMPLOYEE 


EXEMPTION 
CATEGORY 


TOTAL 
EARNINGS 


INCOME 
TAX 


UIC 


CPP 


TOTAL DE- 
DUCTIONS 


NET 
PAY 


CHEQUE 
NO. 


J . Goodlad 


1 


85,.00 


12.95 


-.76 


1.32 


15.03 


69.97 


91 


T. Lapointe 


1 


125.00 


24.05 


1.12 


2.04 


27.21 


97.79 


92 


L. Miller; 


6 


98.00 


9.65 


-.88 


1.56 


12.09 


85.91 


93 


M. Warren 


8 • 


112.00 


10.30 


1.01 


1.81 


13.12 


98.83 


94 


TOTALS 




420.00 


56.95 


3.77 


6.73 


67.45 


352.55 





PAYROLL REGISTER 
Pay Period Ending November 11/72 



^ - ■ - " 

EMPLOYEE 


EXEMPTION 
CATEGORY 


TOTAL 
EARNINGS 


INCONE 
TAX 


UIC 


CPP 


TOTAL DE- 
DUCTIONS 


NET 
PAY 


CHEQUE 
NO. 


J. Goodlad 


1 


85.00 


12.95 


-.76 


1.32 


15.03 


69.97 


103 


T. Lapointe 


1 


125.00 


24.05 


1.12 


2.04 


27.21 


97.79 


104 


L, Miller 


6 


• 98.00 


9.65 


-.88 


1.56 


12.09 


8.5.91 


105 


0 

M. Warren 


8 


-m.oo 


-10.30 


1.01 


1.81 


13„12 


98.88 


106 


TOTALS 




420.00 


56.95 


3.77 


6.73 


67.45 


352.55 
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SUBJECT PERSONNEL MANAGENENT 



LESSON PM17 LABOUR LEGISLATION 



INSTRUCTOR'S GUIDE 



OVERVIEIV 

As future managers, the students will need to be familiar with the 
labour legislation for their province or territory « Specific infor- 
mation can be obtained by writing to the Department of Labour at che 
addresses listed tnder Reference Material fbr Instructor. 

It is suggested that each student be provided with any panphlets 
which are available. Ihe lessoi should probably be conducted from 
these materials.- It will be necessary ^or the instructor to go througjhi 
the material to determine vAiat he wants the studoits to learn. There 
will be more detail than it is possible to give in me lesson. 



OBJECTI VE 

The students will bo introduced to provincial labcux* legislation; 
they will be aware of ^^ere they cp^, get additional information ^Aien 
starting their businesses. 



REFERENCE MATERIAL POR INSTRUCTOR 

1. Archer, Maurice, An Introduction to Canadian Risiness . Toronto: 

McGraw-Hill Conpany of Canada Limited, ISby. pp. 117 - 123. 

2. Provincial Labour Standards, Department of Labour, Ottawa. 

3. labour legislation and regulations fbr the provinces: 
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a. Departnent.of Labour, St. John's, Newfoundland. 

b. Labour Brandi, Departnent of Labour, Industry and Commerce, 
P.O. Box 2000, Qiarlottetown, Prince Edward Island. 

c. Department of Labour, P.O. Box 697, Halifax, Nova Scotia. 

d. Department of Labour, Fredericton, New Brunswick. 

e. Ministere du Travail et de la Main d'Oeuvre, Quebec, Quebec. 

f. Chtario Department of Labour, Information Service, 400 . 
liiiversity Avenue, Toronto 100, Ontario. 

g. >fanitoba Department of Labour, 600 Norquay Building, Winnipeg, 
Manitoba. 

h. ' Director, Labour Standards, Saskatchiewan Ibpartment of Labour, 

Regina, Saskatchewan. 

i. Board of Industrial Relations, Government of Alberta, Edmonton. 
6 , Alberta. 

j. Department of Labour, Government of the Province of British 
Colunbia, Victoria, British Colunbia. 



RESOURCES REQUIRED 

1. Booklets and panplets summarizing labour legislation and regu- 
lation for the provinces. Provide enougji copies for each student. 

2. Resource person from the Department of Labour to answer questions 
after students have covered lesson material. (Optional) 



METHODOLOGY 

1. Do not hand out Readings immediately. 



QBJECrrVE: THE STUDENTS Wi'L BE INTRODUCED TO PROVINCIAL LABOUR LEGIS- 
lATION; THEY WILL BE AWARE OF WHERE THEY CAN GET ADDITIONAL 
• INFORMATION WHEN STARTING TriFJR BUSINESSES. 
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Stimuliis 

2. Ask students: 

a. What is the ndnimum wagp in the province? 

b. 1^0 sets the miniinum wage ? 

c. What is minimum working age? 

d. What are the limited woricing hours? 

e. Is tliere legislation vdiich attenpts to prevent discrimination 
in hiring eirployees? 

9' 

Discuss these questions to determine the students' level of knowl- 
edge on labour regulations. . 



Clarifi^ Problem 

3. Pass out Readings, and read Purpose, Introduction and Section 1. 



PURPOSE 

Each province has laws which govern various aspects of em- 
ployer-enployee relations. In this lesson you will discus^::; labour 
legislation in a general way, and the labour legislation of your 
province more specifically. 



I>frRODUCTIQN 

Ihere are both provincial and federal laws governing labour. 
Federal labour legislation affects only those enployees under its 
jurisdicticn; enployees who work in navigation, shipping, rail- 
ways, canals, telegraphs' , steamship lines, ferries, airports, air 
transportation, radio stations and various i^ther works or pro- 
jects financed by the federal govemjnent. 

The rest of the labour force coups under provincial legis- 
lation. Since the businesses you will be invol^/ed with will not 
likely come under federal legislation, this lesson will deal only 
with provincial legislaticn. You will want to consider specific- 
ally the legislation which concerns your province. 



CONTENT 

1. Types of Legislation 

The follcwing are the most commcn tyT)es of labour 
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legislatim enacted by the prOAonces. 

a. minimum wage 

b. minimum age 

c. limited working hours 

d. annual vacation with pay 

e. . fair enqployment practices' 
£. equal pay 

g. apprenticeship 

h. workmen *s condensation 

i. public holidays 
j. weekly rest day 
k. labour relations. 

Ftirther detail on each of these subjects may be obtained 
from brochures and panphlets issued by the various provincial 
departments of labour. 



'Provide Information 



4. Have students read each of the Sections 2-12. After each section, 
which comments in a general way on labour legislation common to 
most of Canada, have students study the specific legislation and 
regulations as the students deal with them. It may be better to 
deal with a summary of labour legislation, and regulations if one 
is available rather than go throug^i tJie detailed acts. 



2, Minimum Wage 

All provinces have laws which set minimum wages for 
work in the province. This is to prevent exploitation of 
enployees by unscn5)uloiiS enflployers. 



3, Minimum Agp 

Every province has a minimum agp below vdiich it is un- 
lawful to hire a person. The age may depend on the type of 
enployment. 

4.. Limited Working Hours 

Most provinces set sL JttsodMM nunber of hours vJiich can 
be worked en a daily and weekly basis. Some provinces specify 
that extra pay must be provided vflien an en^ployee voluntarily 
works more hours. 
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5. Anniaal Vacation With Pay 

Every province has legislation \>iiich makes paid va- 
cations conpulsory. The number o£ days may vary from prov- 
ince to province. 



6. Fair Employn^nt Practices 

This legislation, in most provinces, attenpts to pre- 
vent discriminatim by enployers and trade unions against 
new employees and menbers o£ varioijs races, colours, national- 
ities or religions. 

7. Equal Pay 

Many provinces prohibit differences in pay between men 
and wonen doing the same job. ' . 

8. jflpprenticeship 

Some provinces require that workers in certain trades 
(plunders, carpenters, etc.), go throug^i a period of trajjiing 
before being allowed to offfer their services as qualified 
craftsmen . 



9. Workipen's Compensation 

This legislation provides for a fund financed by em- 
ployers to pay conpensation to an enployee injured or dis- 
abled on the job. There are provisions for medical and hos- 
pital expenses, cash payments for loss of wages, a life pen- 
sion for permanent disability and monthly pension, fineral 
expenses and a lunp sum for the widow if the enployee dies 
as a result of injuries on the job. 



10. Public Holida ys 

Some provina^s provide foi* payment of salaries on certain 
public holidays even if the en5)loyee does not work. If the 
enployee does work, he must receive overtime rates. 

11, \feekly Rest Day 

Most provinces require at least one rest day a week. 
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12. Labour Relations 

All provinces have legislation to protect the rights o£ 
. enployees and enployers. The legislation provides for bar- 
gaining in good faith and conpulsory conciliation in case of 
deadlock. 



5. Have the students discuss the iirplications of each section for the 
small businessman. Eraphasize tlie need for the businessman to be 
aware of labour legislation. 

6. Students should be givsn the address from which they can obtain 
copies of labour legislation and regulation for their province. 

7- Rsad Section 13 of the Rsadings. 



13. Summary 

The above summary of labour legislation will give you an 
idea of vdiat this legislation involves. You will want to 
contact your Provincial Department of Labour for the specific 
legislation which applies to your province. No one can re- 
menber all of the details of this legislation, so it is 
worthwhile having an tp-to-date copy Of all labour legis- 
lation in your province when you start business. 



8. If you think it would be beneficial, ask a resource person from the 
Department of Labour to meet with students to answer questions. 
The resource person can be invited to meet with the group the 
following week. 



Indicator 

9. Group discussioi. 



ERIC 
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SUBJECT MANAGEMENT PROCESS 



LESSON MP12 QN-1HE-J0B TRAINING 



INSTRUCTOR'S GUIDE 



OVERVIEW 

This lessoi is intenc3ed to give the students some practical, on- 
the-job experience for a period of one week. It will require consider- 
able pre-planning and work, both by the instructor and the students, to 
arrange for co-operating bvisinesses with vdiidi the students can spend 
a week. 

It is iiiportant that the co-operating businessmen will also con- 
sider a one TTTomch job experience for the students after the course ends. 
Depending on circumstances, one or the other may not be possible. How- 
ever, merchants vtfio understand that there is a possibility that the 
students will help for one month at the end of the course, may be more 
interested in providing the week's experience now, since the training 
provided may return some help. 

Students should realize that it is they vrfio will gain the most from 
this arrangement. It costs a businessman money to train someone to do 
a job. It should be understood by the businessmen that the students 
get no salary or wage, since the intention is that they remain on traiji- 
ing al lowance . . • ^ 

•Die students car be involved in helping select co-operating business- 
nen who are in the type of business that interests them. These may be in 
the student's hoiie co3Timiiity or in the coimiuaity vdiere the school is lo- 
cated. It is inpoTtant that travxilling be kept to a nriniraum. 



ERIC 



1527 



MP12 



It is not intended that students be involved in the finances of the 
business, unless the businessman himself wishes to involve the student in 
this aspect. Many businessmen will hesitate to provide this information 
and students should be aware of this. 

It is desirable for the instructor to keep in touch with the :3tudents 
and co-operating businessmen during the on-the-job training. There is a 
real public relations job to be done to encourage continued co-operation 
with businessmen. The student may also require some help in adjusting to 
the new situation. 

The instructor may find it impossible to arrange on-the-job training 
in his area; he can then substitute a few days of observation o2 business by 
students. The businesses observed should also be contacted in advance. The 
students should receive the same preparation as to what to look for in the 
business and what public relations are required in dealing with the businesses 
observed. 

Whether the instructor chooses observation or on-the-job training, he 
should adjust th^ timing of this lesson to meet the particular needs of his 
class. Ideplly, the training experience should be conducted between lesson 
100 and lesson 110. 



OBJECTIVE 

To provide students with on-the-job training for a period of one week. 



RESOURCES REQUIRED 
1 . Flip chart. 

METHDLOGY 

1. Hand out the Guidelines, and read the Purpose and Introduction. 



PURPOSE 

The purpose of this lesson is to provide you with guidelines 
for on-the-job training. 
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You have C0JT5)ie ted approximately two- thirds of the course 
material. You have had an opportunity to work on two projects 
which should have been learning experiences. This lesson will 
prepare you for on-the-job training in a business where you can 
observe how business is conducted for a period of one week. 
This learning experience should be very valuable to you. On 
your return to the course at the end of the week you should be 
in a good position to discuss your experiences and to apply some 
of the learning to previous lessons as well as to future lessons. 



Stimulus 

2, . Ask the students: "How inportant is experience "in preparing for a 
• future in the busine^ss world?" 



Clarify Problem 

3, Discuss .this question with the students, listing reasons for and 
against acquiring experience prior to managing a business, 

4, Ask the students to list on a flip chart what they would expect to 
look for if they were to spend some time working in a business. 



Provide Information 

5, Read sectionis 1 and 2 of the Guidelines, 



(DNTENT 

1. Objective of the On- the- Job E3g)erience 

^TTie objective of the on-the-job training experience is to 
provide you with an opportunity to observe real businesses at 
work, and be involved in the actual operation of the business, 
doing the jobs as.signed by the manager. You will hopefully 
have an opportunity to talk to the manager about his operation 
and learn a good deal about how he runs his business. This 
will help you see practical aspects of the course material, as 
well as deteimne.how you might handle particular Atuations. 
Experience is valuable because it helps you avoi(l dicing 
serious mistakes. 
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Pointers On What to Look For 



There are ''nany things '-O look for in a biosiness. Each 
inanager has hi'i own way of managing his business. Some 
managers will frllow the methods outlined in the course very 
closely, others will differ greatly. Make your own list of 
things you want to learn. 

The following are a few of the aspects you may wish to 
observe : 

Management Process 

Personnel 

Marketing 

Office Procedures « 
Production 



The notes made after each of the following are only general 
guides. You will want to make them more specific for your 
interest and the business in which you will work. 

a. Management Process 

Observe the planning, organizing and directing functions 
in the biasiness. 



(1) Who does the plan^iing, when is it '^one, h'yw is it 
done? 

(2) How would you draw the organizational chart of the 
business? Does it follow the principles you studied? 

(3) How is the business directed? 

(4) Does one person or do many persons direct the business 

(5) What relaMonship exists between enployees and bosses? 



b. Personnel 



(1) H' ^ many enployees are die re? 

(2) How is the morale in the business? 

(3) How are employees recruited, selected, trained? 

(4) Is there good communication with enployees? 

(5) How does che manager discipline enployees? 

Marketing ]; 

Observe selling techniques, merchandise layout and display. 

(1) Does the business have a good market potential? 

(2) Is it providing the product or service needed b>' the 

customers? 

(3) How does the manager deal with yfliolesalers? 

(4) Does he have a good relationship with them? 

(5) Who does the purchasing for the business? 

(6) How does he lnow what and when to purchase? 
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Where does tJie business keep its stock? 
Is it handy, dry, and clean? 

If thetbDsiness needs to chaiige prices, how does 
it arrive at new prices? 
Does the business use advertising? 
Is the TTianager involved in community activities? 
How are good public relations maintained? 

d. Of fice Procedure 

OE^erve the business office procedures, do lliey appear 
to facilitate tlie work? 

e. Productio n 

If you go to a business which is involved in production, 
observe techniques of quality control, plant layout and 
work siiiplification, ease of handling materials, mainten- 
ance of equipment • 



Conpare the suggestions in the Guidelines to those suggested by the 
students. Can the students now suggest others? . 

6< Read Section 3 of the Guidelines. 



(73 
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3. Your Public Relation.^ 

'fhe businessman who takes you for on-the-job training is 
doing you a favour providing you with an opportunity to get 
some experience. Although you will be doing some work for 
him, you are the one who. stands to gain the most. 

It is inportant to remember that mdu are on-the-job 
training to observe and learn what tlie businessman is doing 
and mr TO TELL HIM HOW TO DO HIS M)RK. It is annoying to 
a businessman to be told how to run his business. Remember 
that you are representing your school and that tiie imprescion 
you leave with the businessman may be a lasting' one. You 
should try to sell your desire to learn rather than what you 
know. 

It must be remembered that there are many ways to run a 
business. Your course will help you learn quickly, but remem- 
ber that the methods discussed in this course are not the only 
ones* 

Each student will have a different experience. When 
you return to the class for an evaluation of your on-the-job 
training, it will be valuable to compare your different ex- 
periences . 
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7. Disoiss. It is iii?)ortant for the students to realize that their 
ehaviour with the businessmen can affect the school's reputation 
and t]}e future success of other small business iranagement students 
wishing to* co-operate with bxasinessmen. ^ 

.«'The students should show a keen desire to learn from t?ie 
businessmen, without atten5)ting to show off what they know. Often 
s^^dents learning course material in a new field tend to be dogmatic. 
Many biisinessmen may not wish to have principles or theories preached 
to them- It is suggested the student?, discuss together this point 
to determine what their expectations: and those of the businessmen 
might be. They will require a great deal of flexibility in adjusting 
to the situation they will face. • 



8. 



Read Section 4 of the Guidelines. 



4. 



The on-the-job training is an opportunity to observe 
businessmen conducting their businesses and to leam from 
this experience. 



ERLC 
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SUBJECT NWRKETING 



LESSON MK113 AmYZING VOJR MAl^KET 



INSTRUCTOR'S GUIDE 



OVERVIEW • 

One of the more difficult tasks facing the students in planning their 
businesses is the forecasting of sales. It is not a precise science, 
yet it is an essential step in preparing projected financial statements 
for a lending agency. 

In this last lesson in the ^4arketing subject area it is in^iortant 
to emphasize the fact that f ^1 tiie work vdiich goes inti planning a 
business may be of little use unless the prospective businessman is 
sure there is a market. This lesson therefore deals with how to fore- 
cast sales and estimate, market share. 

The. instructor should show the need for forecasting of sales in 
order to complete the projected statements dealt with in lesson FAB42, 
"Projected Financial Statements", 

Students should also realize that the forecasting procedures should 
be used after the business has been in operation for a time to see if 
it is gaining or losing ground as compared to the total market. 



QBJt^TIVE 

The students will know the procedures used to forecast sales and 
determine the market share for a business. 
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REFERENCE MATERIAL FOR INSTRL ^ OR 

1. Comwell, Arthur. Sales PotenLial and Market Shar es, Leaflet 

#112, Small Mp.rketers Aids. Washington: Small Fuslhess Admin- 
istration, 1P6S. 

2. Anthony, L. Edward. "Appraising the Market for the Services You 

Offer". Small Marketers Aids , Annual No. 2. Washington: anall 
Business Administration, 1960 . 



RESOURCES REQUIRED 
1. Flip chart 



2. 



Resource person experienced in sales forecasting, market survey and 
analysis. Such a person will likely be associated with a lending 



institution. 



METTODOLOGY 



1. Hand out the Readings, and read the Purpose and Introduction. 
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PiFRPOSE 

In this lesson you will again look at the ijiportant topic of 
forecasting sales and estimating your share of the market. 



INTRODUCTION 

This is the last lesson of the Marketing subject area. You 
have learned that marketing is all the processes that concern the 
flow of goods and services from the producer to the consumer. 

In lesson MKTS, you studied the topic, "Sizing Up a Market 
Opportunity". Now that we have looked at the other lessons in 
this subject, it is important to come back to this topic. 

You may still be wondering, "Why,- should I worry about how 
big my market will be?" or "Why should .1 try to estimate how big 
my sales will be?" Or you may think, "It's too hard to predict 
things in advance. . Once I We run my business for a year or two, 
I'll have a better idea of how much I can sell. I'll know what 
my £;hare of sales should be." 
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It is indeed hard to forecast what your sales will be, but, if 
you don't try, your business may not last for a year or two. 

If you just start up a business hoping that you will sell 
enough to make a profit, you may be disappointed. The market ma.y 
be too small. You may have too few customers. 

In order to be able to prepare the projections and estimated 
revenue, expenses and profit which a lending agency will want be- 
fore a loan is granted, you will need to estijnate a forecast of 
sales. 

So, you have to analyze your market before you start your 
business. You have to estimate what your sliare of the market will 
be. Also, when your business is running, you will want to continue' 
to see if you are getting your share of the market. You will have 
to continue to forecast your sales. 



OBJECTIVE: THE STUDENTS WILL KNOW THE PROCEDURES USED TO FORECAST SALES 
AND DETERMINE MARKET SHARE FOR A BUSINESS. 



Stimulus 

2. Ask: "If you are planning to start your own business, how will you 
know if there will be sufficient business (a large enough market)* 
for your business to succeed?" 

feve students brainstom ideas and list them on a flip chart. 



Clerify Problem 

3. Have students discuss each of the suggestions and explain how and 
from where the information mij]ht be obtained. 

Provide Information 

4. Read Sections 1 to 5 of the Readings, stopping to dliscuss and 
clarify as needed. ^ 
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C0NTEN7' 

1. What Have You Learned So Far? 

In lesson MKTS, "Sizing Up a Market Opportimity", you 
discussed five steps you could use to size up the market op- 
portunity for the business you may want to start. These five 
steps were; 

STEP 1, Decide on the type of business 
STEP 2. Liioose a location 



I STEP 5, Forecast your sales| 

STEP 4. Estimate your costs 

STEP 5. Calcidate your profits. 

In this lesson you will take a close look at step 3. 

Let's assume that you already have decided on the type 
of business you want to start and the location \^rt^ere you will 
start (or that you have already been running your business 
for awhile) . 

How will you forecast your sales? 

How will you figure out what share of the market you 
ohoiild get? These questions should be decided before you 
start yoxx: business and at certain times (once every year) 
after your business is operating. 

2. The Meaning of Sales Forecast and Market Share 

a. Sales forecasting means estimating. what your sales will 
be in the future (week, month, year, etc.)- Your sales, 
are measured in dollars. 

b. Market share means the per cent of the total market that 
you get. WHen you deczi'-Je how much of the total market 
you sell (or expect to sell), you are finding your mar- 
ket share. Market share is measured in per cent. 
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Total actual or estinated market 
in dollars (or total sales volume 
of the same type o£ products in 

your market area) 

(the total pie) 

Your actual sales or your tore- A 
casted sales in dollars / $\ 

(your slice of 
the pie) 

Your actual or forecasted 
market share 



For example: 

Market share I = Sales 

Total Market 

Example: $ 25,000 = 25?; market share 
$100,000 

$ 30,000 =301 market share 
$100,000 

$ 6,000 = 10% market share 

$ 60,000 

$ 35 ,750 = 1001 market share 
.$ 3S,7S0 





3. The Importancfc of Forecasting Sales and Finding Market Sliare 

If you* know what your sales will be before you start a 
business, you will know whether or not the business will be 
profitable. 

If you know what your share of market is, you will know 
whether or not your business is progressing or falling behind. 

Examples 

a. Bill Lunsford planned to start a retail business in his 
home town. After some study, he figured his sales would 
be $30,000.00 in the first year and would slowly climb 
to about $50,000.00 per year after five years. These 
sales forecasts were good enough for Bill to decide to go 
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b. 



ahead rxnd start the business. He figured he'd have 
enough sales to make $3,000.00 or $4,000.00 profit each 
year . 

John Bolt's small store was in titjuble. After five years 
of steady growth his sales had levelled off as shown in 
the diagram below 



$ 

Sales 



40,000 



30,000 - 



20,000 



10,000 




1965 1966 1967 1968 1969 1970 1971 



Years 



4. 
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John thought he \vas getting all the sales he could ex- 
pect in this location. His family was bigger now and he felt 
he had to increase his sales (and profits) each year so he 
could feed and educate his kids. 

However, John was wrong. His present location was a 
good one. The population of the area had been increasing at 
a rate of 10% per year lately and it looked like this rate 
of increase would continue. 

John's problwn was that he wasn't getting his share of 
the market, fiis business was' falling behind. He didn't 
realize that the sales potential of the market in his area 
was increasing. He would have continued to get an increase 
of sales each year if he had kept his share of the market . 



Steps in Estimating Your Sales Cor Your Market Share) 

Your job is to find out *Aat size slice of the total 
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market pie you will be able to get. I£ you have no competi- 
tion, you may get 100% o£ the sales potential in your area. 

The steps in estimating your market share are: 

STEP 1. Describe your market area 
STEP 2. Estimate total sales 

STEP 3. Estimate your share o£ sales (market share) 

a. Step 1: Describe Your T^rket Area 

this is the starting point in estimating your market 
share. Market area means the area from which you draw 
your business or the geographical area within which you 
do business. It may be one province, one town, one com- 
nunity or a part o£ a coimiunity. 

What things should you consider in describing your mar- 
ket area? 

(1) Distance is one way o£ describing your market area. 
You could calculate how long it would take a custo- 
mer to walk or drive to your business. You would 
then have to take into account where your coii5)et it- 
ers are located. 

People will normally go to the place they can get . 
to the easiest. With this in mind, you can study 
the area around your business and draw a rough 
sketch o£ your market area. 

For exajT5)le, i£ you are business A and you have 
three competitors B, C and D who sell the same type 
o£ products as you do, your market area might look 
like this: 



B 




Your market area 

J ./ 
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The broken line shows you the area from which you can 
expect to draw a big part of your business. You 
could count the number of people or families in this 
area. You will get some business from outside this 
area but not too much, as the customers will be 
closer to your con?)etitors B, C and D. The "x's" 
are points on the road half way between your loca- 
tion and those of your competitors. 

Distance is only one factor in describing your mar- 
ket area. Your business (A) might be able to at- 
tract customers who lived near the other businesses 
B, C and D with better quality products, better 
prices, better service or better promotion. 

So, you might get, say, 90% of the customers from^ 
inside the main market area shown in the diagram 
and you might get 10% of the customers from outside 
this main area. 

(2) Interviewing some people in the area around your 
business is another way to find out what your mar- 
ket area looks like. You would be able to find out 
where the people shop and how much they buy from 
the other businesses • Then you could estimate hcv/ 
many customers you would have ,Jhx5m each part of the 
market area. 

You can describe your market area in terms of the number 
of customers you can expect to get from e^jch area around 
your business » 

Step 2: Estimate Total Sales 

After you have a description of your market area, the 
next job is to get figures on the total sales of your 
type of products in this market area. This will be the 
total sales of all businesses of your type in the area. 
You can get this information from: 

(1) Sales data . You may be able to find out how much 
all the customers in your market area spent on the 
type of products you sell. For exairple, you could 
add tip the sales for all your conpetitors. Maybe 
you can get the total sales figures from some lo- 
cal government agency or business organization. If 
you are purchasing an existing business, you may 
have an easier job of forecasting sales but you 
will still want to keep in mind a possible increase 
or decrease in sales due to a change in management. 
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For exajnple, if you plan to start a grocery store 
you might find that competitor B sells $40,000.00 
worth of groceries a year, competitor C sells 
$20,000.00 and compecitor D sells $25,000.00. This 
gives a total grocery sale of $85,000.00 per year. 

(2) Population data . You might find out or estimate how 
much each person or family spends on your type of 
products. Then you could multiply this figure times 
the number of people or families in the area. 

For example, if there were 1,000 people (or 300 fam- 
ilies) in the area served by business B, C and D, 
and you estimated that the average family spends 
$300.00 per year on your type of product, then the 
total sales would be: 

300 (families) -x $300.00 = $90,000.00 per year 

If you started up your business (A) then you would 
have to share this $90,000.00 with businesses B, C 
and D. 

(3) Income data . You might be able to find out (or esti- 
mate) what per cent of an average family's (or per- 
son's) income is spent on your type of product. 
Let's assume it is 20?i. 

Now,, if you know the total income of the area you 
could' figure out what total sales would be. 

For example, if total income in the area is 
$400,000.00 per year: 

Total sales = $400,000.00 x 201 

= $ 80,000*00 per-year 

You can estimate total sales for ypur type of products 
by finding actual sales data or making an estimate based 
on the population or income. 

Step 3: - Estimate Your Share of Sales (Market Share) 
Once you know the total sales of your kind of goods, ;^ou 
are ready to estimate what your share is. 

(1) If you are already running your business and know 
how much you sold in the last time period, you can 
calculate your market share like this: 

Market share = your actual sales x 100% 
actual total sales 
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When you are running your business it will be im- 
portant to keep an eye on your share o£ sales each 
month or year. 

This way you will know whether or not you are getting 
your fair share o£ total sales. 

However, i£ you are just stai'ting your business you 
don't kn^'w what your actual sales will be. There- 
fore, you have to estimate your market share. 

- (a] Base your estimate on the number of competitors. 
For example, if there are three other business- 
es of the same type for you. to compete with you 
might be able to get 1/4 or 25% of the total 
sales. (But probably not in the first year). 
Remember some competitors may have a much lar- 
ger percentage of the market than others. 

If you knew total sales were^ $100,000,00 per 
year you could expect 25% x $] 00, 000, 00 = $25, 
000,00 sales per year, Tnis would be your 
sales forecast, 

(b) Base your estijnate on information about your - 
market area. Look back to the sketch of your 
market area in Step 1, above. If your compet- 
itors were businesses B, C and D and their 
total sales were $85,000,00 per year, and if 
you found out that $20,000,00 of these sales 
came from the area of the broken circle near 
where you were- going to locate your business, 
then you could calculate the size of your sales 
as follows: 
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Total sales of 3, C and 13 = $85, 000. 00. per year. 

Assume you get 90^ o£ the business from your 
main market area and 10% from outside the main 
area • 

Then, your share of sales 

= 90% X $20,000.00 + m X $65,000,00 
^ $18,000.00 + $6,500,00 
= $24,500,00 per year 

This $24,i;00.00 is your sales forecast for one 
year, lliis gives you an average market share 
of; 

$24,500.00 = about 28,8% of the total market 
$85,000,00 



S. Summary 

To forecast your GCtlcs and market share, you first have 
to describe your market area and estimate the total sales for 
your type of product in the market area. Then you can esti- 
mate what share you are likely to get from this total volume 
of sales. 



5, Refer back to the suggestions of the students as to where help and 
information might be obtained in forecasting sales. Discuss with 
students the following sources of information and help: 

a. Lending agencies. These sometimes have sjjecialized staff or 
have access to information which is very helpful. 

b. Provincial govemnent departments, such Industry and 
Commerce, etc, 

c. Federal government departments of Industry, Trade and Commerce; 
Regional Economic Expansion; Indian Affairs and Northern 
Development; etc. 

d. Local industrial commissions j, Chan±)ers of Conroerce, Boards vpf 
Trade, 

e. Wholesalers 

f. Management consultants. 
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Lending agencies may suggest other sources o£ ?ielp. They are in- 
terested in protecting their loans and will provide all the assis- 
tance they can in helping make sure there is a good sales potential. 

6. The lesson will be much more practical and useful if you can pro- 
vide the students with actual situations in market analysis. Bring 
in a resource person from a lending institution who is involved 

in sales forecasting and market analysis. Have a discussion of the 
various approaches to be taken in forecasting sales . 

Indicator 

7, Have students write up the steps and procedures they would follow 
in analyzing the market for the business they intend to s1;art or 
for a hypothetical biasiness. 
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SUBJECT 



PRODUCTION MANA.GEMENT 



LESSON PR0D9 PLANNING AND SCMEDULING PRODUCTION 



INSTRUCTOR ^S GUIDE 



OVERVIEW 

Some small manufacturers ta^e production schedules for granted 
because bottlenecks are few and far between.* Minor problems are 
easily ironed out, and orders are delivered to customers on time. 

Other small manufacturers aie not as fortunate. Scheduling in 
the-iv plants is complicated by the nature of the process, the com- 
plexity of the products, and frequent changes in quantity requirements. 

Scheduling production in a small plant is 'easy to understand. 
Often the scheduler car* stand at one end of the plant and see each 
machine through which the raw materials must go in order to make the 
products. Even so, scheduling production effectively is often 
easier said than done. Many things can, and frequently do, go wrong 
during the time needed to turn raw materials into products. 

In this lesson the student is shown many of the factors that must 
be considered in the planning of a production process and the setting 
up of a production schedule. 

Some of the factors to be considered when planning production are: 

1. demand for the product 

2. fluctuation of demand 

3. production for orders and production for inventory 

4. routing. 

Some of the factors to be considered when scheduling production are: 
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1. availability of raw material 

2. availability o£ machinery 

3. workers required 

4. dispatching 

5. follow-up and corrective action. 

After considering the factors involved in planning and scheduling 
production, the student is made aware of the results of poor planning 
and scheduling. Some of these results are: 

1. customers having to wait for orders- to be filled 

2. additional workers needed on a part-time basis to meet demands 

3. non-availability of materials or machines at some point in the 
process 

4. breakdown of machines because maintenance schedule not being fol- 
lowed 

5. over or under-sized inventories because of failure to anticipate 
fluctuations in the demand cycle- ' \. " 

In order that the student become aware of the practical inplications 
of poor planning and scheduling, the instructor should attenpt to arrange 
a tour of a local production operation. Ihe students would then be able 
to ask the manager questions about the necessity q£, planning and schedu-- 
ling production. They would also be able to gatfier inforaiation about 
the areas covered by the previdos Production Management lessons. 



OBJECTIVE 

The student will become familiar with and be able to discuss the 
steps necessary for planning and controlling pxodxiction. 



REFERENCE MATERIAL FOR INSTRUCTOR 

1. Garrett, Leonard J. and Silver, Milton. Prodxjiction Management An- 

alysis . New York: Harcourt, Brace and World Inc., 1966, ch. 17. 

2. Owens, Richard N. Management of Industrial Enterprise . 6th ed. 

Homewoca; Illinois: Richard D. Irwin, Inc., 1969, chs. 28 30. 



RESOURCES REQUIRED 

1. Arranged tour of a local production operation 

2. Films: "Production Control Part I" 

"Production Control Part II" 

3. Scheduling Checklist 
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METHODOLOGY 

1. Iknd out the Readings ^ and read the Purpose and Introduction. 



PURPOSE 

In this lesson you will look at two mportant stages that must 
; be considered in planning and scheduling production. These are: 

1. The total amount of each product to be produced over a given 
period of time (a month, three months, etc.)i 

2. The planning and controlling o£ the actual production process 
as it progresses from day to day, .week to week and month to 
month. 



I>frRODUCTION 

An estimate or forecast o£ the totai amount of each product is 
necessary so that plans may be made foj^buying raw materials, hiring 
and training workers, financing the piogram, and making other general 
plans. ( 

Planning and scheduling of tho actual production process helps 
to ensure that customer orders i/iil be met on time, and that an 
orderly build-up of inventory can take place. It is at this stage 
that such things as size, colour, number of units, and operations 
at each work place or machine are determined. 

The two major stages in the production process become particu- 
larly important whe.c materials are purchased and sales are made out- 
side of the local trading area. 



Stimulus 

2. Ask: "If you produce any kind of product or products, there are 
a number of important things you must knoWc Where do you start 
planning your production?'* 

Clarify Probl^ 

•3. List students' answers on the flip chart. Ask students to arrange 
answers into the order in which the tasks would be performed. 
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The instructor should draw the students' attention to the fact that 
two major factors the producer must first find information on are: 

a. the demand volume for his product. 

b. the demand staETTity of his product. 

Only when these factors are known can plans be foimulated successfully. 
Discuss the factors with the students. 



Provide Infoimation - 

4. Read and discuss Section 1 of the Readings. 



CONTnxNT . 

1. Scheduling Production with Demand 

Danand for the product is the first factor which must be 
considered when scheduling production. 

You will want to loiow whether or not the demand is suf- 
ficient CO make it. worthwhile for you to produce the product. 
Then you will want to know whether or not production output 
will remain stable from month to Inonth, or if it will increase 
or decrease with changes in the amount of sales. . 

Even if sales do fluctuate (increase and decrease) from 
month to month, it may still be possible to stabilize production 
output. This can be done by building up inventory of finished 
products when sales decrease and taking products out of inventory 
when sales increase. For example, consider^tke following sit- 
uation which indicates that production output can be. stabilized, 
even though sales fluctuate. 

Monthly production = 10 canoes 

Total yearly production = 120 canoes . 

Production Sales Inventory of 
• In Units In Units Finished Products 



Inventory on Jan* 1. 






15 


January- 


10 


.6 


19 


February 


10 


8 


21 


March 


10 


7 


24 


April 


10 


11 


23 


May 


10 


12 


21 


Jtine 


10 


15 


16 
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July 10 17. 9 

August 10 13 6 

Septanber IQ n 5 

October 10 7 8 

Novanber 10 5 13 

December 10 3 . 20 



If production output can be stabilized, your business will 
benefit in many \>/ays. For example: 

a. You wiil not have to hire and train workers when demand 
for your product increases and then lay them off when 
-demand decreases . 

b. Machines and equipment will be used to a greater extent 
which means that you will be getting a better ret ain on the 
money you have invested. 

c. You will not have to keep as much of your finished product 
in inventory (that is stored up to: meet sudden increases 
in sales donand) if production is stable. This means less 
storage space is required and less money will' be tied up 
in inventory. 

d. Perhaps the raw materials you use are perishable. This can 
cause serious problems if sales dmand fluctuates. 

e. Perhaps the finished product that you make is perishable. 
This means that you must have steady markets or you will 
have to produce only as you receive orders. Producing only 
when you receive orders means the customer will have to wait 
longer. 

For these reasons (and others you will be able to think of) 
knowledge of the demand for your product is a very important 
starting point in production planning and scheduling, .. 



5. Ask: "After determining if your production output can be stabilized 
or if it is going to fluctuate, what are '^he next steps you have to 
take?" 

Answer: The next step is planning the production process, then 
scheduling the process. 

6. Read and discuss Section 2 of the Readings. 
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2. Steps in Planning and Scheduling the Actual Production Process 

In managing aLnost any production activity, there are at 
least three major steps that must be followed: 

a. Planning what will be done 

This step of production control consists of two parts: 

b. (1) Routing: which means planning what operations or jobs 

will be done. 

(2) Scheduling: Which means planning when an operation or 
job will be started and when it will be completed. 

b. Putting the plans into action by doing the work or assign- 
ing it to other people 

This step of production control is usually referred to as 
dispatching because it consists of issuing orders to persons 
who are to do the work. 

c. Reviewing the work as it progresses to see if the job is 

f et ting done or I T'thc plans have to be revised 
he reviewing steps o£ production control are called follow- 
up and corrective action. 

We will discuss each of these steps in more detail in the 
following section-' 



7. Write the following headings on the flip chart. 

a. Routing 

b. Scheduling 

c. Dispatching 

d. Follow-up 

e. Corrective action 

In the discussion, have the students suggest some of the things 
that they think would be done at each of the above steps. List 
the answers on tlr3 flip chart under the appropriate heading. 

8. Read Sections 3, 5 and 6 of the Readings. These sections should 
be ccmpared to the answers listed by the students on flip chart. 
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3. Routing 

Routing indicates the materials and the processes required 
to make eac]:i item or to do each job until a finished product 
has been manufactured. ScMe of the steps that may be included 
are: 

a. Listing all parts that are needed to make the product; 

b. Listing the sequence or succession of steps that each 
product must go through on its v/ay to being completed; 

c. detennining the materials necessary for each product and 
their amounts; 

d. determining the jobs that must be done at each step of the 
ivay and the equipnent necessary to do each job; 

e. determining the amount of work that can be performed at 
each machine or done by each worker in a certain length of 
tune. This will help determine whether the product will 

b be delayed at any point in the process because one job 
takes longer than the others. 

4. Schedul ing 

Time is an important factor in the scheduling of work. 
If you want to develop and maintain good relations with customers, 
you must schedule the work to be done and then produce on sched- 
ule- For this reason, the following factors become important: 

a. the dates when raw materials or purchased parts will be 
available - a margin of safety, is usually advisable; 

b. the litMber of workers required; 

c. extra shifts - if necessary; 

d. overtime - if necessary; 

e. macliine repairs and maintenance; 

f . other similar work or considerations. 

5. Dispatching 

As soon as scheduling is completed, you must then see that 
work gets under way. The actual production of goods requires 
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that a number o£ things be done. Eithei you have to do them or 
you have to assign them to someone else. For example, i£ mat- 
erials are not on hand, they must be ordered in the necessary . 
quantities. When they arrive, mterials mist be checked to 
ensure that you have received the quantity and quality desired • 

Detailed instructions must be made up as to what work must 
be done at each machine or at each job in the production process. 
You mtist be sure that workers know exactly wJiat they are supposed 
to do . 

Workers must have tools and other equipment necessary to 
complete their jobs. Not only must you have the proper tools 
on hand, but you must also have some systafn o£ control --to 
"ensure that tools and equipment don't disappear or get lost. 
Losses are costly, and the tools are not available for other 
jobs when needed. 

As you can see, dispatching requires that you either do the 
work yourself or you assign it to others to do. Since you will 
not be able to do all the work yourself, you will have to hire 
and train workers. While you will know what you want done, it 
will be your workers who will be doing most of 'the actual jobs. 
This caji cause some problems. 

6, Follow-up and Corrective Action 

You must follow the progress of work in process to ensure 
that the schedule you set out is being followed. Many things 
can delay work in process. Included among these are: 

a. lack of materials 

b. machine breakdown 

c. lack of workers 

d. accident . 5 

e. failure of workers to meet certain standards 

f . machines that are in a poor state of repair resulting in 
poor quality work 

g. poor quality raw materials. 

Workers play an important part in getting the job done. If 
they are trained poorly, are careless and cause accidents, do not 
care about the quality o£ their work, etc., you ^^^ill have problems 
in meeting production goals. 
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If ycu scheduled your production work properly, you will 
know how long it should take to complete one unit or batch of 
products. You will then know if production is on schedule or 
is falling behind schedule. If your . schedule is not being met, 
remafnber that this will: 

a. increase your costs because it is taking longer to 
produce each product; 

b. make your customers wait for their orders. 

Therefore, if you find that production is behind schedule, 
you must take corrective action immediately- You must seek out 
the cause of the delay and determine ways to correct the sit- 
uation. Perhaps you will have to: 

a. try to get your raw materials from a more reliable source; 

b. purchase new machines or have the old ones completely 
repaired; 

c. bring workers in from some other area if enough workers are 
not available locally; 

d. emphasize safety in your plant to impress workers with the 
necessity of avoiding accidents; 

e. revise your train^ing program so that poor quality work 
is eliminated; 

f . revise your production schedule perhaps you set it too 
high. 

The important thing to realize is that if production falls 
behind schedule, corrective action must be taken to control 
costs and keep customers satisfied. If you don't control costs, 
they will eat into your margin of profit imtil there is nothing 
left. Without satisfied customers who are willing to purchase 
from you again and again, you may as well plan on getting out of 
production as soon as possible. At least this way you will avoid 
losing more and more money as time goes on. • 



•9. Show the films, "Production Control Part I**, and ^Production Control 
Part II". Ronaember to relate the films to manufacturing operations 
in small businesses. 

Film Content and How to Use 
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a. Talks about concern for quantity in modern plants. 

Today, management regulates (or controls) quantity through the 
techniques o£ production control. 

c. Production control is defined as: "the techniques o£ getting 
the right amount of work done by the right machines operated 
by the right men in the right amount of time," 

d. Production control is one phase of production planning, 

e. Production planning correlates men, machines and materials to 
produce output. 

f. Production control analyzes sales orders and issues production 
orders to co-ordinate production operations. 

g. Production control requires information about: 

(1) sales 

(2) production capability 

(3) engineering requirements 

h. Four main steps in production control are: 

(1) routing 

(2) scheduling 

(3) dispatching 

(4) follow-up (and corrective action) 

Filjn explains \>to.t each of the above four points are and what 
the important factors are in each. 

Discuss and summarize the films, relating them to small production 
operations \Aich students vrould be familiar with and likely to 
enter, 

10, Ifejid out tho scheduling checklist and discuss. This checklist can 
be used to evaluate the tour. 

11. Read Section 7 of the Readings. 



7, aimmary 

We have discussed a few of the factors that must be con- 
sidered when planning and scheduling production. 
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It is one thing to know vdiat you vrant done, how you want it done 
and the length of time it should take to do it. It is another thing 
entirely to actually get it done according to plans ♦ 

One o£ the most important things in the operation of any type ' 
of business is to plan what must be done and then actually do it 
in the most efficient way possible. Many people have all kinds of 
plans, but they never carry any of them out. If you want to be a 
successful businessman, you must be both a planner and a doer. 



Indicator 

12. Conduct the pre-arranged tour of the production plant. Before going 
on tour, the students should prepare themselves as to what to look 
for or ask about. The information contained in all the Production 
Management lessons should be used to prepare for this tour* After 
the tour, the instructor should conduct a discussion to allow students 
to express their observations on the production plant and its oper- 
ations.. 
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PRODUCTION MAMGBIEOT 



LESSON PR0D9 



PLANNING AND SCHEDULING PI^.ODUCTION 
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SCHEDULING CHECKLIST 



An effective way to plan a production schedule and implement it is 
to use a sequence checklist. In using this technique, you proceed from 
one criterion to the next, hopefully in the order of relative importavice. 
In this manner, you can review the total project before you do any actual 
scheduling and thus save time and effort. 

Initial questions should be designed so that they can be answered 
easily, often with 'yes or 'no'; later questions are more difficult and 
require more subjective judgment. 

The sequence checklist that follows is divided into topics. No 
priorities are assigned because they vary from one business to another. 

Scheduling Goals 

1. Wj.x1 the schedule provide a minimum of disruption to jobs already 
scheduled? 

2. Does the schedule provide flexibility in case changes have to be 



3* Is there sufficient lead time within jobs and between jobs to 
allow completion in a reasonable period of time? 

4. Is this schedule the best of several alternatives? 

5* Can the schedule be 'sold' to your production manager who will have 
to live with it? 



made? 
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Limitat ions 

6. Is the schedule based on past proven data or on a number of assumed 
estimates? 

7. What kinds of unpredictable events could jeopardize the schedule? 

8. What provision has been made to meet unpredictable events? 

9. Is the schedule built heavily around internal production or does 
it have a substantial dependence on outside contractors and 
suppliers? 

10. What parts of the schedule are critical, such as specialized labour 
skills, unique machine applications, and tooling? 



Timing i 

11. Is the time allocated to the schedule sufficient to provide 
adequate results? 

12.. Is machine work time scheduled to achieve the highest or, at least, 
a high utilization of machines and operating personnel? 

15. Is the time of high-priced labour scheduled for maximum yield? 

14. Should the schedule provide ' slack ^ so that later -acquired business 
can be worked into it? 

15. Does the schedule provide for overtime work which can be utilized 
to provide supplemental production without excessive costs? 

16. Have the times allocated to the schedule been based on sound 
standards or prior reliable experience? 

17. Does the schedule include a time improvement factor based on the 
knowledge that work proficiency increases with more experience on 
the same job? 

18 • Hov/ much can the schedule be compressed? 



Quantity 

i9. Does the schedule provide for increases or decreases in output 
without undue penalties? 
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20. Have quantities been cost analyzed in tems of the break-even* 
point and the possibility o£ additional blocks o£ production? 

21. What labour or machine processes are most restrictive on quantity 
output? 

22. Can end production quantities be produced efficiently with existing 
labour and machine capabilities? 



Quality 

23. What over-all quality leveJ vill the schedule provide? 

24. Have schedule modifications been studied as to their effect on 
quality? 

25. Can acceptable quality be maintained wfien production is scheduled 
upward or downward? 

26. Does the schecJule take into account the impact of quality on sales 
and profit? 



Cost s 

27 • Have all costs been properly accounted for in the schedule? 

28. Which costs are most fixed and which are most variable at different 
levels of output? 

29. Has an adequate amount of overhead been assigned to the schedule 
at different levels of output? 

30. What elements of the schedule are most critical in terms of 
controlling costs? 

31. Is it known, or can it bu estimated, how costs, are shifted when the 
schedule is changed? 



Profit 

32. Is this the most profitable schedule? 

33. What changes or modifications in this scheduJ.e are most profitable? 
Unprofitable? 

34. Has the schedule been analyzed for profitability from the break- 
even point up to a maxiraum possible output? 
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35. Does the schedule consider both the long and short-run effects on 
profit? 



Trade Offs 

36. Is this schedule so devised that it can be replaced with one that 
is more advantageous? 

37. If machine or labour portions are attractive to other possible 
production, can the schedule be maintained with available alternate 
methods? 

38 . How vulnerable is this schedule to replacement by other production? 

39. How does this schedule conpare with the best and 'worst of similar 
production schedules over a past comparable period of time? 



Competition 

40. Is this schedule consistent with known, provexi techniques and methods? 

41. Can the schedule be modified easily to capitalize on competitive 
strengths or weaknesses? 

42. Is this the most canpetitive schedule? 

43. Does the action of your competitors control your schedules? 

44. How c?n your scheduling avoid direct 'head on' competition with 
other competitive manufacturers? 



Checklist reproduced from the art icle^ "Pointers on Scheduling Product ic^n" 
by John B. Kline ^ in Management Aids, No. 207 . Washington: anali 
Business Administration, Jiine, 1970. 
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SUBJECT FINANCE, A-^ODUNTING, BOOKKEEPING 



LESSON FAB28 THE SYNOPTIC JOURNAL 



INSTRUCTOR'S GUIDE 



OVERVIEW 

The small businessman, because of the many jobs he is required to 
do, is always looking for simplified met};.ods of performing the necessary 
tasks. Because of its repetitious nature, bookkeeping is one job that 
many small biosinessmen leave to tlie last. Therefore there is a need 
to present the small businessman with a simplified bookkeeping system. 
In this lesson the student is shown one such system. This system is 
generally called a *^one-book** system because all transactions can be 
recorded into one multi-column journal. 

A one-book system, which is basically several special journals* 
combined into one book, must be designed to meet the needs of a specific 
business. For the small businessmen, having all the pertinent journal 
information entered into one book is a great advantage. The one book 
is called a Synoptic Journal. 



OBJECT rVE 

Given the necessary facts and figures, the student will set up and 
use a Synoptic Journal. 



RESOURCES REQUIRED 

1. Exercise FAB28 - 1 'Hhe Synoptic Journal*'. 

2. Multi-column journal sheets. 
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METHODOLOGY 

!• Hand out Readings. 

2. Read and discuss the Purpose and Introduction with the students. 



PURPOSE 

The purpose o£ this lesson . is to show you how to set iip and 
use a one-book system o£ bookkeeping. 



INTRODUCTION 

The books o£ original entry o£ a business should be adapted to 
meet the needs o£ that business. In a small business the books o£ 
the business are generally done by one person only. This person 
records all payments, receipts, purchases and sales on credit, 
and makes all opening, adjusting and correcting entries. As only 
one person is involved in doing the books, the special Journals 
may be combined into one book called a Synoptic Journal . 

By £irst understanding the make-up o£ the special Journals 
involved in a bookkeeping system, the bookkeeper can design a 
one-book system to meet the needs o£ the particular business. 
In this lesson you will be shown a typical Synoptic Journal and 
how transactions are recorded into it. You will then be shown 
how the necessary General Ledger accounts are posted £rom this 
Synoptic Journal. 



OBJECTIVE: GIVEN THE NECESSARY FACTS AND FIGURES, THE STUDENT WILL 
SET UP AND USE A SYNOPTIC JOURNAL. 

Stiinulus 

3. Ask the students v^hat information should be contained in the 
Synoptic Journal. 

Clarify Problem 

4. Have one of the students list the students' answers on the flip 
chart. 
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Possible Ansv/ers: 

1. Debit - Credit columns 

2. Cash Debit - Credit 

3. Bank Debit - Credit 

4 . Date 

5. Description 

6. Expenses itemzed 

?• Accounts Payable Debit - Credit 

8- Accounts Receivable Debit - Credit 

9, Other Receipts itemized 

10, Other Payments itemized 

Provide Information 

5, Read Section 1 o£ the Readings. Conpare the list of column titles 
with the list prepared by the students in point 4 above. 



CONTENT 

1. The Synoptic Journal 

When one persoii dr^es all the recording of transactions 
into the books of a business, all or several of the special 
Journals can be combined into a single Journal having many 
columns. A multi-colunui Journal that is iised to combine all 
or several special Journals is called a Synoptic Journal. 
Most small ^businesses use some form of Synoptic Journal. 

The number of columns required in a Synoptic Journal 
will depend upoA the requirements of a particular business. 
It must be remembered that books are used to provide the 
business with r/:^quired information; therefore, it is 
necessary to at apt the design of the Synoptic Journal to 
meet the nee'35> of your particular business. 

An example of a Synoptic Journal is shown in the attached 
pages (at the end of the lesson) . Through the use of many 
colxmms the information contained in the special Journals 
is combined into one book. 

a. Explanation of the Columns 

(1) Date --In this column, the date on which the trans- 
action occurred is recorded. 

(2) Description This column identifies the transact- 
ion and the information source.. 
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(3) Cheque Nuniber I£ a cheque is drawn up, this 
column will indicate" the cheque number, 

(4) Columns 1 to 16 These columns identify the 
General Ledger acQDunts involved in the transact- 
ions. The number o£ columns and the headings 

us^d will depend upon the amount o£ detail required. 
Column 6, ''Other Receipts*', can be expanded to 
include separate columns for such transactions as: 

(a) Receipts from the sale of assets 

(b) Loans 

(c) Investments 

(d) Grants 

(e) Other receipts. 

Column 13 3 "Other Expenses", could be expanded to 
include separate columns for expenses such as the 
following: 

(a) Supplies 

(b) Rent 

..(c) Telephone 

(d) Interest 

(e) Taxes - Business 

(f) Licences f 

(g) Other Expenses 

(h) Power 

As much detail as the businessman requires can be de- 
tailed into the Synoptic Journal. But beware of using too 
many columns. If too many columns are used the Synoptic 
Journal becomes difficult to handle, arid the necessary 
Journal paper very expensive. In addition, the chance of • 
error increases as the number of columns increases, and 
checking the equality of the debits and credits becomes very 
time - "consuming . 



6. Hand out multi-column journal sheets. 



7* Read Section 2 of the Readings. Instruct the students to set up 
a Synoptic Journal, and record the examples used in the readings. 
At all time stress that the Debit/Credit Rule of bookkeeping 
must be followed. 



Students should realize that the columns of the Synoptic would be on 
the same page in their books. They are shown here in two pages for 
ease of printing. The second page is therefore a continuation of the 
colums on the first page. 



ERLC 



1564 



FAB28 



2. Recording Transactions into a Synoptic Journal 

Each transaction must be first analyzed into its debit 
and credit parts. This is done in the same manner as it is .one 
tor every General Journal entry, but in the Sy/ioptic Journal 
only one line is used. Let us examine the transactions re- 
corded in the attached Synoptic Journal . 

June 5, 19 



a. A loan o£ $2,000.00 was deposited to the bank account of 
the business. The debit/ credit, rule was f'^llowec'.. 
$2,000.00 was recorded in the debit coluinn of the bank 
(1) and $2,000.00 was recorded in the credit column of 
the other receipts (6). 

Debit bank $2,000.00 column (1) 

Credit other 

receipts $2,000.00 column (6) 

b. A cheque was written to obtain $200.00 cash from the 
bank account in order to have change in the till. This 
cheque was cheque no. 1 (since it was the first one 
written) . 

Credit bank $ 200.00 column (1) 

Debit cash $ 200.00 column (2) 

c. Equipment was bought from Wares Co. Cheque no. 2 for the 
amount of $550.00 was written to pay for this equipment. 

Credit bank $ 550.00 column (1) 

Debit assets $ 550.00 column (15) 

d. A truck was bought for $550*00 from J. "Miles. Cheque no. 
3 was issued in payipcnf , 

Credit bank $ 550.00 column (1) ■ 

Debit assets $ 550.00 column (15) 

e. T:ie owner of the business had invested $500.00 into the 
business. He deposited this amount to the bank 
account . 

Debit bank $ 500.00 column (1) 
Credit other 

receipts $ 500.00 column (6) 
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June 6y 19 



a. Purchased $1,200.00 worth of merchandise on account from 
. T. Roy Ltd. 

Debit purchases $1,200.00 column (8) 

Cr'^'^'^t accounts 

payable $1,200.00 column CIO) 

b. Issued cheque no. 4 of $150.00 to T. Lee for rent. 

Credit bank $ 150.00/ column (1) 

Debit other 

Expenses $ 150 . 00 column (13) 

c. Purchased $350.00 worth of merchandise from B. Bird. 
Issued cheque no. 5. 

Credit bank $ 350.00 ^ column (1) 

Debit purchases $ 350.00 column (8) 

June 7, 19 



a. The information from the Daily Cash Sheet was recorded 
into the Synoptic. (See lesson FAB20, 'TEiandling and Re- 
cording Cash," for details of the Daily Cash Sheet.) 

Cash sales of $295.00 were made on June 7. $14.75 in 
sales tax was also taken into the business. 

Cash was paid out for purchases ($160.00) and freight 
charges ($24.75). 

As a result of the day's cash transactions, there had 
been an increase in cash of $125.00. 

Debit cash $125.00 column (2) 

Credit cash sales 295.00 column (3) 

Credit sales tax 14.75 column (5) 

Debit purchases 160.00 column (8) 

Debit freight 24.75 column (9) 

b. $150.00 worth of merchandise was sold on credit • 

Credit credit 

sales $150.00 column (4) 

Debit accounts 

receivable $150.00 column (7) 
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Receipts 

$ 295.00 
14.75 



$ 309.75 



Daily Cash Sheet 
June 7, 19 



Cash Sales 
Sales Tax: 
Purchases 
Freight Charges 

Total 



Total Receipts 
Total Payments 
Increase in Cash 



$309.75 
184.75 

$125.00' 



June 8, 19 

a. Recorded Daily Cash Sheet 



Payments 



$ 160.00 
24.75 

$ 184.75 



Recorded Daily Cash Sheet 
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Daily Cash Sheet 










June 8, 


19 








Receipts 






Payments 




$ 125.00 


Cash Sales 










75.00 


Received on 


account 










Purchases 




$ 


15.00 






Supplies 






10.00 




$ 200.00 


Total 




$ 


25.00 






Total Receipts 


$200.00 










Total Pa.yinents 


25.00 








Increase in Cash 











Debit cash 
Credit cash sales 
Credit accounts 
receivable 
Debit purchases 
Debit other 
expenses 



$175.00 
125.00 

75.00 
15.00 



column (2) 

column (3) 

column (7) 

column (8) 



10.00 column (13) 
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b. Paid $600.00 to T., Toy Ltd.. as partial payinent of account. 
Cheque no. 6 was issued. 

Credit bank $600.00 column (1) 

Debit accounts 

payable $600,00 colurmi (10) 

c. Made a bank deposit of $300.00 

Debit bank $300.00 column (1) 

Credit cash $300.00 column (2) 

June 9, 19 



Paid P. Mann wages for week. Issued cheque no. 7 for the 
amount of $57.57. 

Information is obtained from the payroll register or if 
there are very few enployees, directly from the pay sheets. 

P. Mann pay sheet information 

Total Earnings $68.00 
Deductions 

Income tax $8.80 

CP. P. . 1.02 

U.I.C« .61 
Total Deductions $10.43 

Net Earnings $57.57 

The employer mist contribute an equal amount for CP. P. and 
1.4 times for U.I.C. This amounts to $1.87. 

Income Tax and U.I.C. - CP. P. deductions and contributions 
are not sent in until after the end of June, therefore 
represent an account payable • 

Credit bank $57.57 column (1) 
Credit accounts 

payable 12.30 column (10) 

Debit wages 68.00 column Cll> 
Debit einployer 

U.I.C.-C.P.P. 1.87 column (12) 
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Recorded Daily Cash Sheet 





Daily Cash Sheet 
Jtme 9, 19 


Receipts 






$1,025.00 
25.00 
75.00 


Cash Sales 
Sales Tax 
Received on 
Repairs 


Account 

$ 225.00 


$1,125.00 


Total 


$ 225.00 


Total Receipts 
Total Payments 
Increase in Cash 


$1,125.00 
225.00 
$ 900.00 



Debit cash $ 900.00 column (2) 

Credit cash sales 1,025.00 column (3) 

Credit sales tax 25.00 column (5) 

Credit accounts 

receivable 75.00 column (7) 

Debit other 

expenses 225.00 column (13) 

Merchandise priced at $300.00 sold on credit. 
Credit credit 

sales $ 300.00 column (4) 

Debit accounts 

receivable $ 300.00 colunrai (7) 

Owner took $600.00 from till. 

$ 600*00 column (2) 

$ 600.00 column (14) 



Credit cash 
Debit owner *s 
drawings 



A loan payment of $145.00 plus $7.43 interest was made. 
Cheque no. 8 was issued for $152.43. 



Credit bank 
Debit other 
expenses 
Debit other 



payments 



$ 


152.43 


column 


CD 


$ 


7.43 


column 


(13) 


$ 


145.00 


column 


(16) 
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All transactions have followed tlie rule that the debits must 
equal the credits. In order to check the recordings each column 
is totalled. The debit totals must equal the credit totals. I£ 
they do, a double line is drawn undei' the totals. This is simply 
taking a Trial Balance and the amounts and column numbers can be 
listed on the Synoptic Journal* 



8. Read Section 3 of the Readings. 



3, Posting the Synoptic Journal 

Certain o£ the columns of the Synoptic Journal should be 
posted daily to the General Ledger. These are the blank 
column (1) and the cash on hand column (2) . Daily posting 
will give you running totals of the amount of money available. 

All other columns are posted at the end of the accounting 
period. As is the case with special Journals, the accounts 
receivable and accounts payable entries are recorded in the 
subsidiary Ledgers and the totals of both these columns, 
column (7) and column (10) are posted to the control accounts 
in the General Ledger. 

The "other receipts" column (6), the "other expenses" 
column (13), and "other payments" column (16) must be studied 
in order to identify the individual accounts to which the 
entries are to be made. For example the accounts involved in 
these columns in the attached pages are: 

other Receipts column (6) 

Loan - Government $2,000.00 
Net Worth 50G.00 

Other Expenses column (13) 

Rent. $ 150.00 

Supplies 10.00 

Repairs 225.00 

Interest 7.43 

Ot her Payments column (16) 

Loan Payment $ 145.00 



9. Read Section 4 o£ the Readings. 
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4 . Recording. Closing and Adjiosting .Entries 

All profit aad loss accounts must be closed out or adjusted 
at the end o£ each accounting period in order to determine the 
increase or decrease in net worth as a result of the operations 
during the period. 

The procedure for closing out these accounts or adjusting 
them is outlined in lesson FABll, "Recording Closing Entries", 
and in lesson FAB24, "Making Adjustments". 

The entries can be recorded on the Synoptic Journal as 
shown on the bottom left-hand comer of the attached fold- out. 
The inventory was counted on June 9, and the cost price of 
$1,025.00 was determined. 



10, Read Section 5 of the Readings, Discuss with the students. 



5. Summary 



Accounting methods developed for large corporations may 
be cumbersome for many small enterprises. Especially since 
labour and other costs of paper work have increased so greatly, 
many small businessmen have sought and found simplified systems 
which are adequate for their needs . Many of these operate on 
the one-book principle, thus avoiding much duplication. 

The one-book Synoptic Journal discussed and illiistrated 
in this lesson is but one of many types that may be lised by a 
small business. Each business will have different require- 
ments and the businessman will have to adapt his records to the 
needs of his business • 

The Synoptic Journal is frequently used in small busin- 
esses because it contains all the infoimation required to keep 
adeqioate records and it can easily be posted by one person 
without a great deal of effort. 

As witli any JouiTxal, the Synoptic is used as a book of 
original entry in order to post the General Ledger accounts of 
a business. 



Indicator 

11. Hand out Exercise FAB28~1. Have students complete the assignment. 
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Questions (Exercise FAB28-1) 
a. Bank Balance 



November 



6 Beginning balance 

6 Withdrawal cheque #30 

6 J.C. Williams Ltd. cheque #31 

8 W. Barum Ltd. cheque #32 

9 C. Charles cheque #33 

9 Deposit 

10 W. Rae Ltd. cheque #34 
10 Loan Payment 

10 Deposit 



Balance 



Debit 



Credit 



$ 675.00. 






$ 175.00 




12S.00 




200.00 




180. 25 


731.00 






450.00 




17S.00 


lis. 00 




$1,521.00 


$1,305.25 


215.75 





b. Cash Balance 



November 6 Bc^ginning balance 

6 Cheque from bank 

6 Cash sales 

6 T. Clems 

7 Cash sales 
7 W. Bales 

7 Freight 

8 Cash sales 

9 Cash sales 

9 Accounts recei-i-able 

9 Deposit 

10 Cash sales 

10 Deposit 

13. Cash sales 

11 Repairs 

Balance 



Debit 



175.00 
215.00 

205.00 
25.00 

125.00 
120.00 
25.00 

115.09 

190.00 



Credit 



2.00 
7.00 

731.00 
115.00 
15,00 



$1.19S 00 
525.00 



$ 870.00 
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c. Accounts Payable 



November 6 
6 

7 
8 
9 



Beginning balance 

J.C. Williams Ltd. 

W.W. Wholesale Ltd. 

W. Barum Ltd. 

Withholding accounts 
U.I.C. - C.C.P. and 

Income Tax 



10 W. Rae Ltd. 



Balance 



Debit 



$125.00 



200.00 



450.00 



$775.00 



Credit 



$775.00 



200.00 



24.97 



$999.25 
224.97 



d. Accounts Receivable- 



November & 
6 
7 
8 

9i 
11 



Begirning balance 
Credit sales 
W. Bales 
Credit sales 
Collection 
Credit sales 

Balance 



Debit 



$106.00 
94.00 

25.00 

10.00 



$235.00 
185.00 



Credit 



$ 25.00 



25.00 



$ 50.00 
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Solution to Example in Readings 
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Solution to Example in Readings (cont.) 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB28 "mE SYNOPTIC JOURNAL 



EXERCISE FAB28-1 
THE SYNOPTIC JOURNAL 



Below is a series of transactions that occurred in the Middle 
Rapids Trading and General Store during the week November 6 - 11, 19 



DATE 




TRANSACTION DESCRIPTION 


Nov* 


6 


Withdrew $175.00 from the bank in order to have 
funds on hand. This left a bank balance of 
$500.00. Cheque number 30. 


Nov. 


6 


Issued cheque number 31 to J.C. Williams Ltd., 
for $125.00 on account owing. Balance owing - 
nil. Accounts Payable balance was $775.00. 


Nov. 


6 


Mac'e cash sales of $215.00 


Nov. 


6 


Paid T. Clms $2.00 out of the till for helping 
to clean .stock room. 


Nov. 


7 


Received shipment frOTi W. W. Wholesale Ltd. , 
$200.00 payable December 1, 19 . 
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Moat 


7 


iudtltJ CI tXLJ. C odXc^o VJi- k|)i7H.UU» rVCL-UUllUo IxtJCc J. v cxU J-C 

now valued at $200.00. 


Nov. 


7 


Made Cash sales o£ $205.00. 


Nov. 


7 


Collected $25.00 from W. Bales in payment o£ 
his account receivable. 


1>I W V . 


7 




IXW V . 


ft 
O 


Marlp ra*?h nf *Cl7^ DD 


Nov. 


8 


Credit sales $25.00 " 


Nov. 


8 


Issued cheque number 32 to W. Barum Ltd,, for 

Lilt::; cUilVJUilL- Ul. ip^UU.UU J.Ii ^cLyiilC/iiL. Ul. cLCCUUli L 

payable. 


Nov. 


9 


Made cash sales $120.00. 


Nov. 


9 


Issued checpje number 33 to C. Charles for the 

amount of $180.25. Deductions were: 
p p P <t 9 7n 

L.r.Jr. if>Z./U 

U.I.C. 1.80 . 
Income Tax 15.25 


Nov. 


9 


Collected $25.00 on accounts receivable. 


Nov. 


9 


Made cash deposit of $731.00 


Nov. 


10 


Made cash sales $115.00 


Nov. 


10 


Issued cheque number 34 to W. Rae Ltd., for the 
amount of $450.00. 

— J 
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Nov, 


10 


Made loan payment o£ $175,00 
$ 170,00 on principle 
5,00 interest 
AiitOTatic bank, debit. 


T 


Nov, 


10 


•Made bank deposit o£ $115,00, 




Nov, 


11 


Made cash sales $190,00, 




Nov, 


11 


. Made credit sales $10,00- 




Nov , 


11 


Paid repair expense $15,00, Paid from till. 





Instructions 

1, Set up a^ Synoptic Journal and record into it the above 
transactions, 

2, Answer the following questions: 

a. How much money is in the bank account of Middle Rapids 
Trading and General Store as of Novenober 11, 19 ? 

b. How much cash is in the till of the Middle Rapids Trading 
and General Store at the ^nd of business on November 11, 
19 ^? 

c. As of November 11, 19 , what amount is owed on Accounts 

Payable? 

d. As of November 11, 19 , how much is owed to Middle Rapids 

Trading and General Store from Accounts Receivable? 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB29 



DEPRF.CIATION 



INSTOUCTOR'S GUIDE 



OVERVIEW 



Depreciation is an e:xpense whidi is often oA/erlooked hy the small 
business manager. Many managers see tlie cash outlay for a piece of 
equipment or a building as the cost. In bookkeeping, this is siirply the 
purcliase of the asset; the cost is incurred as ^iie asset is used. The 
asset usually loses value as it is used. Hiis j.oss in value is called 
depreciation. 

It is almost inpossible to actually calculate the real loss in. 
value of an asset for eacli accounting period. * The figures ustjd for de- 
preciation are only approximations o£ tlie real loss in value. Ihe calcu- 
lation of these approximations is inportant in terms of both accounting 
and income tax returns, 

There are numerous methods of calculating depreciation, three of 
whicli will be coA/ered in this lesson. Ihe strai^t line method of 
calculating depreciation sinplest method, but due to income tax regu- 
lations, it is not used by most businessmen. 

The constant percentage methods (reducing balance method) of cal- 
culating is the most common method used by businessmen. It appro-.dmates 
fairly closely the decrease In value of many assets. It provides a 
lar^r amount of depreciation, the first years and lesser amounts in later 
years . 

Ihe third method is used by car dealers to determine the value of 
used cars. It is a rou^ guide to trade-in valuos. It assumes a de- 
preciation of 30% in the first year, approximately 21.4% in the second 
year, 18,2% in the third year, 11,1% in the fourth year and so on. Dif- 
ferent used car dealers use different percentages. 
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The instructor will find it easier to teacli the depreciatioa coa- 
cept i£ he provides the students with many practical exairples. 



OBJECTIVE 

Given the necessary facts and figures, the students will calculate 
the depreciation which can be deducted from the original book value. 



RESOURCES REQUIRED 

1. Projectuals: FAB29-1, "Strai^t Line Itepreciation" 

29-2, "Constant Percenta^ Depreciation" 
29-3, "Conparison Between Strai^t Line and 

Constant Percentage Depreciation" 
29-4, "Percentage of New Value Depreciatiai". 

2. Schedule of current capital allowance rates (from Master Tax Guide) 

3. Schedule of rates for depreciation (from Master Tax Guide) '. 

4. CanadJ.an Master Tax Guide (section on capital allowances). . 
B. Exercise FAB29-1, "Dep:*^ciation Problems" 



MEIHODOLOCy • 

1. 'Hand out the Readings and read the Purpose and Introduction. 



PURPOSE 

Mb 

In this lesson you will learn what depreciation means and 
how you can calculate it. 



INTTODUCTIQN 

When you are in business it is inportant to have a knowledge 
of d'^preciation. I&iowing the effect of depreciation in business 
can help you make decisions which will add to the success of your 
business. 
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OBJECTIVE: GIVEN THE NECESSARY FACTS AND FIGURES, THE STUDEnITS WILL 
CALCULATE THE DEPRECIATION WHICH CAN BE DEDUCTED FROM THE 
ORIGINAL BOOK VALUE. 



Stimulus 

2. Ask: ^HVhat does depreciation mean? How is it used?" 



Clarify Problem 

3, Discuss the questions. Soine of tlie groi^D will have had experience 
with depreciation and a short discussion should result. 



Pro\dde In format ion 

4. Read Sections 1, 2 and 3 of the Readings. 



CONTENT 

1. Wliat is Depreciation? 

Depreciation means a decrease in value of an asset. For 
exajnple, the trade-in value of a used car is less than the 
original price of tliat car. This is partly true because you 
haA/e put miles on it and to soitb extent the car is worn out.. 
However, even if you put that new car in the garage and did 
not drive it a single mile, the trade-in value would be down, 
because newer models, with style changes and inprovements , 
have core out in the HBantime. 

In other words, we say that depreciation is a decrease 
in the value of a fixed asset becausp: 

a. it wears out 

b. it is out of date, or out of style. 



2, . Depreciation in Business 

In buisiness, depreciation is an expense. It you buy a 
truck to haul gravel, it will be worn out after a few years 
and you will have to replace it. It is necessary to make an 
allowance each year over the lifetime of the truck so that you 
will have money to buy a new one. 
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Ihe govexament recogaizes that depreciation is aa ex- 
pense, and the Departinent of National Revenue allows you to 
deduct this expense when calculating your income tax. They 
call it' Capital Cost Allowance instead o£ depreciation. In 
other words , it is an allowance to enable you to recover the 
capital cost o£ buying fi^oed assets ~ trucks, buildings, 
equipment, etc. The Department o£ National Revenue lays down 
strict rules on how depreciation must be calculated. 



3. Strai^t Line Depreciation 

Ihe re are many ways o£ calculating depreciation. In 
this lesson we >vill discuss three methods that are inportant 
in small business, one of viiich is called strai^ijit line de- 
preciation • 

Strai^t line depreciation is calculated by dividing the 
cost of the asset by the nunber of years you expect it to 
last. This gives you the dollar amount of depreciation each 
year. 

Suppose, for exanple, that you buy a piece of equipment 
for $1,000.00 and you expect it to be worr, out in five years: 

depreciation - $1,000^00 = $200 per year (vMch is 
5 years 

equivalent to a constant yearly rate of 20% of the pur- 
chase price) . 

Your record of depreciation would look like this: 



DEPRECIATICN ACCIMJIATED BOOK 

YEAR PER YEAR DEPRECIATION VALUE 



0 $1,0C0.00 

1 $200.00 $ 200.00 800.00 

2 200.00 400.00 600.00 

3 200.00 600.00 400.00 

4 200.00 800.00 200.00 

5 200.00 1,000.00 



Strai^t line depreciation is the easiest to calcxalate 
but because of income tax regulations it is seldom used in 
business. Only farmers and fishermen have this option of using 
it. In future this job thod will be less advantageoxis to them. 



5. 9iow Projectual FAB29~1, "Strai^t Line Depreciation", and explain. 
Review ab^ye Readings if necessary, giving additional examples. 
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FAB29-1 STRAIGhTT LINE DEPRECIATION 



SUBJECT 



SERIAL NUMBER 

•UVIdnli 33NtH33i* 



•7 



DePJ^eC/ATlON cf A55CT5 

STRAIGHT LINE DePRECIAT ION METHOD 



$ 



TOO 

soa 

-4^00 

300 
p.oo 
/oo 





















f/V/IC cc 


^ST OF , 




































m A5S£T D£P/^£Cm5 
AMOUNT EACH nAU. 



























































3 3^ 



A I r n ^ • ,y or/^wa/- c os/ o/^ c z iss^/ 



TECMIFAXJ 

ron>Ha.l&7 



nCNIFAX mVkUM TKANSMRINCr MOUNT 
7Vi"«10" 'ilAJK — UJI »Vi"xn" FIIM 
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6. Read Sectim 4 o£ the Readings, , 



4. Constant Percentage Depreciatioa 

Hiis is the nethod most in use today because of regu- 
lations set out by the Department o£ National Revenue (incoiiB 
tax). They call it Capital Cost Allowance, Capital cost is 
tlie original ajnount you paid for the asset. It is also 
called Market Value, or tlie value of the asset when you bougjit 
it, whether new or used, Qice you use an asset and have de- 
ducted depreciation, the balance is called book value, which 
may or may not.be the market value. Thus: Original Cost 
. (also Capital Cost or Market Value) - Accumulated Depreciation 
= Book Value, 

Constant percentage depreciation is calculat^^d on the 
book value at the beginnin.g of the year, Altlioufh the per- 
centage remains tlie same, the book value declines each year 
arid therefore the dollar amount of depreciation declines each 
y€ ar. 

Depreciation = Book Value x Percentat^e Rate 

Let us take the same example we used m straigjit line 
depreciation and at the same percentage rate (20%) , 

DEPRECIATION- ACCUMULATED ^ BOOK 



YEAR PER YEAR DEPRECIATION VALUE 



0 0 0 $1,000,00 

1 $200,00 $200,00 800,00 

2 160,00 360,00 640,00 

3 128,00 488,00 512,00 

4 102,40 590,40 409,60 

5 81.92 672,32 327,68 



You will notice that under the constant percentage 
metliod after five years you still have a book value of 
$327,68, 

Let us si5)pose that after five years you want to replace 
this asset: 

a. If the asset has no market value and you are mable to 
sell it, the income tax people allow the whole $327,68 
tn depreciation and you can charge it to expense in that 
year. 



\ 
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b. If you sell it for $200.00 you can depreciate the differ- 
ence: $327.68 - $20n.00 = $127.68. (You can charge 

$12 7.68 to expenses in that year.) 

c. If you sell it for $500.00, then you have to declare that 
portion viiich had been depreciated before: 

$500.00 - $32 7.68 = $172.32 as incone, 

d. If you manags to sell it for $1,200.00, then you count 
that portion which had previously been allowed for de- 
preciation: $1,000.00 - $327.68 = $672.32, as iacom 
and the excess $1,200 - $1,000.00 = $200.00 as capital 
gain. 

Recovering depreciation (above) is called Recapture of • 
Capital Allowance. Althou^ recaptured capital allowance is 
considered incone , you may deduct it from the book value of 
other assets in the same depreciation rate. If you do not 
have other assets in the same rate (or class) then you have 
to declare it as in.come in your Profit and Ipss Statement. 



7, Show Projectual FAB29-2, "Constant Percentage Itepreciatian" and 
EAB29-3, "Coirparison Between Strai^t Line and Constant Deprecia- 
tim".. Discuss. 

8. Read Section 5 of the Readings. Distribute the Schedule of Rates 
for Depreciation and the Schdule of Current Capital Cost Allowance 
Rates . Discuss . 
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5. Schedule of Depreciaticai Rates 

To be fair to all bijsinesses , the Department of National 
Revenue has established a Schedule of Rates to be used. These 
are contained in the Canadian Master Tax Guide. Soine of the 
many items are listed below. 



SCHEDUI^ OF OJRRENT CAPITAL COST ALLOWANCE RATES 



1. Asphalt surface, storage yard 

2. Assets, tangible capital not 
specifically listed 

3. Automobiles 

4. Automotive equipment 

1589 



RATE 
4 

20 
30 
30 



ClASS 
1 

8 
10 
10 
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R\B29-2 CONSTANT PERCENTAGE DEPRECIATION 



SUBJECT 

• 3lV1dR3i ]9NIH3]1* 



SERIAL NUMBER 

• 3iV1(}R3l 30NIH331* 




Consfdnf PeFcentage <rf M 




AMOUNTof 
PRECIATION 
BR YEAR 



EXAMPLE: 



; Ddlfdr vblue 
r jof Assef df 



Percentage 

Ratebf 
Qepiw:iation; 



[TECHIFAXj 



• TECHINCE tEMPLATE* 




Mlltil •tHU*j 



Form No. 267 



TECNIFAX FILEABLE TRANSPARENCY MOUNT 
7'/4"x 10" MASK — USE 8»/i"x!!" FILM 



1590 



FAB29' 



FAB29-3 COMP^JIISQN BETWEEN STRAIGHT LINE AND CONSTAOT PERCENTAGE DEPRECIATION 



SUBJECT 



SERIAL NUMBER 

• 3iV1dn3l 3!)NIH031« 



Ifepredtttidnpf Assets 
at tfiie liaieof to% 



$1,000 

Book 800 ■BiS! 

i^Dthf « 700 

soo^B^EbiI 




• TECHINfiE 7CttPU7C« 



TECNIFAX FILEABLE TRANSFAKENCY MOUNT 
7V^''k10" mask— use 8»A"kI1" MLM 
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5. Boats 

6. Breakwaters (a) wooden 

(b) other 

7. Buildings (a) brick, stone, 

cenent, etc. 
(b) frame, log, 
stucco 

galvanized or 
corregated iron 

8. Boilers heating use (same rate 
as buildings, class 3 or 6) 

S. Buses 

10 . Cances 

11. Gold storage plants, lockers, etc. 

12. Ccaitractor's movable equipment 

13. Display fixtures (window) 

14. Distributing equipment for 
distributicai of gas 

15 . Docks 

16. Electrical advertising signs 

17. Electrical generating equipment 

18. Electrical power plants 

19. Gas Plants 

20. Heating equipment (same rate as 
building, class 3 or 6) 

21. Logging mechanical equipment 

22 . Machinery and equipment not 
specifically listed 

23. Neon Signs 

24. Outdoor advertising signs 



RATE 



10 
S 



GLASS 

7 

6 
3 



10 

30 
15 
20 
30 
20 

6 

5 
35 
6 
6 
6 

30 

20 
35 
35 



7 
8 

10 
8 

2 
3 
11 
2 
2 
2 

21 

8 
11 
11 
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RATE % 



CLASS 



25. Plunbing (same rate as 
building, class 3 or 6) 

,16. Portable construction 
canp buildiEgs 

27. Power operated movable equLpment 

28. Power plants (electric) 

29. Refrigeration equipment 

30 . Row boats 

31. Scows 

32. Slei^s 

33. Sprinkler systems (same rate 
as building, class 3 or 6) 

34. Storage area 

35. Storage tanks, oil or water 

36. Tools (mder $100.00) 

37. Tractors 

38. Trailers 

39. Trucks, automotive 

40. Wagons 

41. Water storage tanks 

42 . Water woiks 
•43. Wharves 



30 
50 
6 
20 
15 
15 
15 

4 

10 
100 
30 
30 
30 
30 
' 10 
6 
5 



10 
22 
2 
8 
7 
7 
7 

1 

6 
12 
10 
10 
10 
10 
6 
2 
3 



SCHEDULE OF RATES FOR DEPRECLATION 



CLASS 

1 
2 
3 
4 



RATE % 

4 
6 
5 
6 
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CLASS 



RATE % 



5 
6 
7 

8 
9 

10 
11 
12 
16 
17 
18 
22 
23 



10 
10 
15 
20 
25 
30 
35 

ICO 
40 
8 
60 
50 

100 



You will notice that various items in the same rate are 
also ia the same class. When calculating depreciation you 
can put all items which you are using in your business and 
which are in the same class together and make one calculation 
for each class. 

For instance, trucks, trailers and portable constructicxi 
buildings are in Class 10, and all are calculated at 30%. 
Therefore, you can post them into the same Ledger sheet and 
make one calculation. Land is not depreciated. 



There is a third method of calculating depreciation which 
is useful to know. This is the method used by car and truck 
dealers to find the value of trade-iiis. The method they use 
is Ftercentage of New Value. 

Siqjpose that the new valie of your car or truck was 
$4,000.00. Then: 

New Value = $4,000.00 

Year 1 701 of N.V. = Trade-in Value of $2,800.00 

Year 2 55% of N.V. = Trade-in Valve of 2,200.00 

Year 3 45% of N.V. = Trade-in Value of 1,800.00 

Year 4 40% of N.V. = Trade-in Value of 1,600.00 

in additional years the trade-in value continues to de- 
cline at 5% of N.V. or $200.00 per year. 



9. 



Read and discuss Section 6 of the Readings. 



Car Dealers'. 



Depreciation 
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FAB29-4 PERCENTAGE OF NEW VALUE DEPRECIATION 
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10. Shcfw Projectual EAB29-4, "Percentage of New Value Depreciation" 
and discuss. 

11. Read Section 7 of the Readings. 



7. Summary 

Depreciation ireans a decrease in valus of an asset. It 
is an expense in business, deductible under the Income Tax 
Act. 

Strai^t line depreciation is an old, sinple netliod of 
calculaticn but is no longer much in use. It is good to know 
this melJiod because all other methods have been developed 
from it. 

Cc3nstant percentage depreciation, is the most inportant 
method today because of Income Tax regulations. 

Percentage of new value affects all of us. vAien we trade 
in a used car or appliance. 

Maiey is paid out when an asset is purchased. Depreci- 
ation is a way of getting it back over the service life, of 
the asset. 



Indicator 

12. Hand out Exercise FAB29-'l, "Depreciation Problems". Have students 
conplete the problems. 

a. Solution to Problem 1 

fl) It would take $600 = 6 2/3 years to depreciate the 
motor. 

(2) Depreciation per year would be $600 x 15^ =- $90 a year 
and $600 x 15% x 2/3 = $60 for the last year. 

b. Solution to Problem 2 
35% of $4,000 = $l,+00 
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Solution to Problem 3 



Class 6 = 10% rate of 
depreciation. 

Year 

Workshop 0 

1 
2 



Acc. Book 
Dep. Dep, Value 

$3,000 

$300 $300 2,700 

2 70 5 70 2 , 430 



Class 10 =30% rate o£ 
depreciation 



Portable Building AO 1,000 

Building BO 800 

Building C . 0 1,200 

Tractor A 0 8,000 

B 0 12,000 

Truck A ■ 0 5 ,500 

B - 0 4^500 

Low Bed Trailer 0 2,000 

Total Class 10 S5,000 

Acc. Book 

Year Dep. Dep. Value 



0 35 ,000 

1 10,500 10,500 24,500 

2 7,350 ■ 17,850 17,150 



Class 8 = 20% rate of. 

depreciation 

Adding lachino 0. 

Typewriter 0 

Cash Register 0 
Total Class 8 



Year 

0 
1 
2 



200 
150 
150 

~W 

Acc. Book 
Dep. Dep . Value 

500 

100 100 400 

80 180 320 



Total acamtulated depreciation in two years = 
$570 + $17,850 + $180 = $18,600. 
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NCfTE: Laad is not depreciated. Inventory, as a current asset 
and the hoiase, as personal property, do not qualify 
for capital cost allowance. 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 

LESSQN FAB29 DEPRECIATION 

EXERCISE FAB29 - 1 
DEPRECIATION PROBLEMS 



PROBLEM 1 

Mike Mitchell is a fisherman \^^lO bought a new outboard ircitor for 
$600,00. According to the fishermen's depreciation table he can use 
strai^t line depreciatim at the rate of 15^, 

1 How many years woiild it take to depreciate the motor conpletely? 
2. What would the annual dollar ainomt of depreciation be? 



PROBLEM 2 ; 

Terry Jones bougjit a car for $4,000 in April 1966 and traded it in 
March 1971. What would be the trade-in value of tiie car-? (Use tlie per- 
centage scale given in Section 6 of the Readings.) 
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PROBLEM 3 

Tony Klein bought out a construction contractor. The purchase 
price included 10 acres o£ land which was the con^Dany headquarters. 
On the land v»ere two permanent buildings - a house, wliich was the con- 
tractor's resridence and a large workshop. All oth.^r buildings and 
equipment were portable. One portable building was used as a store 
for sale of clothing, tobacco and sundries to construction crews. 

Value of the assets purchased was as follows : 



Land 10 acres 


2,000 


House (frame 28 x 38) 


11,000 


Workshop (frame 40 x 40) 


3,000 


Portable Building A 


1,000 


Portable Building B 


800 


Portable Building C 


. 1,200 


Tractor A 


8,000 


Tractor B 


12,000 


Truck A 


5,500 


Truck B 


4,500 


Low Bed Trailer 


2,000 


Adding Machine 


200 


Typewriter 


150 


Cash Register 


150 


Store Inventory 


1,200 



Wiat would be the accumulated depreciation (Capital Cost Allowance) 
after two years? 
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SUBJECT 



FIM/\NCE, ACCOUNTING, BOOKKEEPING 



LESSQN FAB30 YEAR-END ADJUSTMENTS 



INSTRUCTOR'S GUIDE 



OVERVIEW 

The student has learned the fundamentals of bookkeeping. He has 
had an opportunity to review tiie accounting cycle in progressive stages. 
Prior to tiie preparation of financial statements for the third tiine, 
the student should be aware tliat sone transactions are not recorded in 
the usual fashion and must be adjusted at tlie end of a fiscal period to 
reflect the true state of the business. 

This lesson considers two types of adjustments whicli a business 
must make to reflect an accurate picture of tlie business. Ihey are ad- 
justments for bad debts and for depreciation. 

The students will realize that as credit sales were made the books 
recorded the transaction as sales and the amounts were recorded as ac- 
couits receivable. If some of the accounts receivable are not collect- 
able the-tusiaess has recorded receipts which it will not receive. Hie 
books should write off any amounts it feels cannot be .collected. Hiis 
does not man tliat tlie businessman will not continue tiying to collect 
these accomts. If tliey are later collected, ' tliey are then added to in- 
come. 

The students should realize that it could be quite misleading to 
keep in the receivables lar^ air.ounts of accounts receivable that are 
not likely collectable. It is best each year to adjust the books for 
accounts receivable that are considered as bad debts. 

In the last lesson, the students were introduced to depreciatidli . 
They saw tliat depreciation is the reduction in asset value due to its 
use in tlie business. The year-end adjustment is tlie method of reflecting 
this loss in value in the business financial statements. 
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The amount of depreciation used in the year- end adjustments is 
normally tlie amount allowed by the Department of National Revenije. The 
adjustment to the asset account (reduction in asset value) is cliarged 
as depreciation against the current years income. 

Ihe instructor may have to provide additional explanations which 
will help tlie student understand the nature of adjustments. 

Hie lesson does not discuss otiier possible adjusting entries. 
There are a nunber tliat businessmen may have to make to reflect the 
accurate financial position of the business. Ihe business may have 
prepaid such items as wa^s, insurance, taxes, etc. Ihese are recorded 
as expenses and yet are not really expenses for the current accounting 
period. Ch tlie other hand adjusting ei.tries may be required for ex- 
penses incurred and not yet paid. Commcn exanples of tliese are wages, 
taxes, accrued interest and miscellaneous bills which have not been paid, 
etc. 

Hie student should be conscious that year-end adjusting entries have 
as a purpose the preparation of financial statements l^^licu reflect the 
true income and expenses for the year as well as an accurate picture of 
the assets and liabilities of the business. 



OBJECTIVE 

Ihe student will become familiar with making year-end adjustments 
for bad debti> and depreciaticn. 



RESOURCES REQUIRED 

1. Case FAB30-1, 'Tear-End Mjiistments". 
MEIHODOLOGY 

1. Hand out Readings and read the Purpose and Introduction. 



PURPOSE 

In this lessen you will leam hew to make year-end adjust- 
ments for bad debts and depreciation • 



ERIC 
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INTRODUCTION 

At the end of the year, you, as a businessman, will be making 
up your financial statements. This is the time for you to calcu- 
late non-cash expenses, such as depreciation, and bad debts. You 
must include them in your year-end statement. The calculation of 
these expenses will have to be made within certain guidelines laid 
down by the Department of Naticnal Revenue. 



OBJECTIVE: THE STUDEn^t^S WILL BEEtME FAMILIAR WITH MAKING "ffiAR-END. 
ADJUSTMENTS FOR BAD DEBTS AND DEPRECIATICN. 



Stimulus 

2, Distribute. Case FAB30-1, * Tear- End Adjustments", and read with tlie 
group. 

Clarify Problem 

3. Ask the question at the end of the case. Explain that tlie students 
do not have the information about the individual accounts that 
Bill Brooks would have, but that they should make an analysis of 
the summary of accounts receivable on the basis of the information 
that is given. 



Provide Information 

4. Read and discuss tlie Readings with tlie students rtep by step. Note 
how bad debts cams ?bout even tliou^ Bill Brooks was a careful 
credit manager. 



CONTENT 

1, Year-end Adjustment for Bad Debts 



If you are giving credit in your business, you will have 
some losses. Even if you are a very good credit manager, you 
will be fortunate if your losses are less than one per cent 
of your sales. I^ortmately , the Department of National Rev- 
enue recognizes such losses and allows you to deduct them as 
a business expense. 
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In Case FAB30-1, Bill Brooks had to make an honest 
-assessment of his accounts receivable as tliey stood at the 
year-end. He decided that the following accounts should be 
written off as bad debts: 

a, Fred Barker .r- $8.11 

Fred had not been in the district long when, he lost his 
anti- freeze on a very cold day, Fred had no money with 
him but promised to pay the next day. Bill took a cliance 
on tills, but Fred left Uie district witliout paying,.. He 
left no forwarding address, 

b, R.E. Cable — $18,31 

Bob Crble, who was a good customer, always paid cash for 
his merchandise, Qie day he was short of money so Bill 
let him have $18,31 worth of goods on credit. After that 
Bob never came back to the st(3re. It looks like Bill has 
lost the accouat as well as a good customer, 

c, S,T, felt -- $14,42 

Stan Jr^lt came nn m his '.ractor one warm fall day. 
When the weather turned cold Bill sold him a jacket on 
credit. Later Stan said the jacket caxiB apart at the 
seams so he was not going to pay for it. Bill told him 
to return tiie jacket so he .could. put in a claim to the 
wholesaler, but Stan never brouglit it back to the store, 

d, Ted Grant $84,40 

Ted was a good worker and he always paid his bills. Ted 
died suddenly leaving his wife and four small children 
with very few assets, Ted had not paid his bill vdien he 
died; however, his wife acknowledged the account ar.d ' 
promised to pay vAien and if finances allowed. Bill de- 
cided to write off that account, even though it migjit be 
collected at some future date. 

The total accounts receivable to be written off 

were: 



Fred Barker $ 8,11 

R,E, Cable 18,31 

S,T, Felt 14,42 

Ted Grant 84.40 

Total $125.24 

Bill Brooks wrote off: the amount $125.24 on the accounts 
receivable control card as shown. 

Bill also wrote off the bad debts on the individual 
accounts. For exaxaple, he wrote off $84.40 on Ted Grant's 
accomt. 
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Bill left the \<ritten-o££ accounts in tlie Ledger and 
instructed his clerks to: 

a. Give no more credit to these people, under any circum- 
stances. 

b. Try to collect if tiiey had the opportunity. 



2. Year-end Adjustment for Depreciation 

In lesson FAB29 you learned how to calailate depreciaticn. 
In this lessen you will learn how to make the year-end ad- 
justment for depreciation. 

Sippose that Bill Brook's store building was o^ frame 
constructicn and worth $10,000.00 ^en he bougjit it three 
years ago. At the same time he also bougjit scales for $200,00 ^ 
an addLig machine for $95.00, and a cash register for $150.00, 
Bill's year-end adjustments for depreciation on these items 
are shewn on the asset sheets. 

The method used by Bill Brooks to show his expense for 
bad debts and depreciation is shown on the Profit and Loss 
Statement and Balance Sieet. 



3. Notes on Financial Statements 

a. The $2,100.02 listed in Summary of Accounts Receivable 
appears on the Balance Sheet under current assets. . The 
bad debts amount of $125.24 appears on the' Profit and 
Loss Statement inder expense. 

b. Qa the Balance Sheet, the original cost of buildings and 
equipment is set out under fixed assets. Accumulated . 
depreciation is deducted leaving a book value of , . . 
$7,290.00 and $227.84 respectively. Ihe current yearns 
depreciation (of $810.00 +-$56.96 = $866.96) is charged 
to e3q)enses in the Profit and Loss Statement. 

c. If any accounts written off in previous years had been 
collected this year,\the amount would be included in 
other income. Details of bad debts and other income have 
to be listed for income tax purposes . 

d. The owner's drawings are deducted from net profit and the 
balance is added to the owner's equity (Balance Sheet). 
If the owner draws more than the net profit, it decreases 
his equity. 
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4. Summary 



It is ijiportant for you, as a busiaessman, to take an 
honest look at your accomts receivable at, the year-end, and 
write o££ those that you are mlikely to collect. 



W.A. Brooks 
Profit and Loss Statement 
For the year ending December 31, 1970 



Sales $80,092.57 
Cost of Goods Sold 

Inventory, Dec 31, 1969 $14,318.00 

>ferchandise Purchases 61,840.78 

Frei^t 1,667,47 
Cost of Goods Available 

for Sale $77,826.25 
Less: Inventory, Dec. 31, 1970 13,587.00 

Cost of Goods Sold ^4,239.25 

Gross Profit $15,853.42 
Expenses 

Bad Ifebts Written Off 125.24 

Bank Charges 20.49 

Depreciaticffi Expense 866.96 

Heat, Ligjit, Pbwer 955.62 

Interest 455.70 

Office § Store Supplies 172.75 

Postage 59.40 

Repair § Maintenance 179.33 

Salaries 3,918.40 

Tax § Licence 985.22 

Total Expenses 7,739.11 

* Operating Profit ' $8,114.31 

Plus: Other Income 86.91 

l^t Profit to Balance Sheet $ 8,201.22 
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Indicator 

5. Group discussion, 

6. Provide additiQP.al exercises, if necessary. 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 

LESSCN FAB30 \TAR-END ADJUSTMENTS 

CASE FAB30 - 1 
YEAR-END ADJUSTMENTS 



Bill Brooks had firashed taking his year-end inventory and was now 
making \jp his financial statenents. There were two adjustments he had 
to make to the statements, one o£ \^idi was writing o££ bad debts. 

Bill made vp a summary o£ accounts receivable, and £rom the list, 
he tried to decide v^iich accounts were collectable and which ones were 
hopeless. When he hpJ honestly decided v*iich accounts were bad, he pre- 
pared to make the r.djus^ment. 

The XDther adjustment he had to make was calculating his depreci- 
ation and charging it to e^cpenso. 



Questicn for Discussion 

-1. Which o£ Bill Brooks' accouits would you consider to be bad debts? 



SIM4ARY OF ACOOUNTS RECEIVABLE DEC. 31/70 



ERLC 



NAME 


IJAIE OF 
LAST ENTRY 


mm 

60 DAYS 


OVER 
60 DAYS 


TOIA] 




REMARKS 


1. 


Adams F.G. 


Dec. 5/70 


$ 




$ 




$ .15 


20 










15 


20 












2. 


Amescn H. 


Itec/15/70 


29 


89 






29 


89 




3. 


Bailey N.F. 


July 10/70 






134 


10 


134 


10 


Sick - not working 


4. 


Barker Fred 


Jan. 15/70 






8' 


11 


8 


11 


Address unknown 


5. 


Barr J.J. 


Nov. 15/70 


210 


14 






210 


14 
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NAME 


DATE OF 
LAST E>JTRY 


UNDER 
60 DAYS 


OVER 
60 DAYS 


TOTAL 


REMARKS 




Bruce Ed 


Oct. 1/69 






& 7n 

$ yy 




$ 79 


87 


uiable to sell 




















grain 


7. 


Cable R.E. 


Till 17- /7n 
July 0//U 






18 


31 


18 


31 


Inactive 


S. 


Church Tony 


Sept. 18/70 






119 


14 


119 


14 


Promises to 






Oct. 4/70 














pay 


.9. 


Cowan S.T. 






89 


90 


89 


90 


Doubtful 


lU • 


Denfcisky A. 


Dec. 31/70 


1 A 








14 


lU 




1 1 

11. 


Eaton R.A. 


Mo\7- 1 n /7n 
msy ±\j/ /yj 






ly 


80 


IS 


80 


LiOlieC UaT/ Ic 


12. 


Elgie John 


July o/oy 






142 


14 


142 


14 


- 

Can be garv 
















nisneo. . 


13. 


Felt S.T. 


Apr 12/70 






14 


42 


14 


42 


Refuses to 




















pay 


14. 


Fisher F.S. 


Nov. 30/70 


118 


18 






118 


18 




15. 


Foraie N. 


Dec. 24/70 


42 


33 






42 


33 




16. 


Friske S.F. 


Dec. 10/70 


21 


10 






21 


10 




17. 


Gogal Nick 


Oct. 8/70 






95 


10 


95 


10 


Has been good 


















in the past 


18. 


Grant Ted 


Jan. 5/70 






84 


40 


84 


40 


Deceased - 




















not collectable 


19. 


Hardy S.A. 


Dec. 15/70 


114 


80 






114 


80 


•* 


20 . 


Hoffers J. 


Dec. 30/70 


94 


on 






94 


on 

80 




21. 


Jensen O.K. 


vtaf 1 c /7n 
Dec . lb/ /U 




1 n 

.L u 








1 n 


• 


22. 


Jones Stu 


Nov. 30/70 


46 


60 






46 


60 




23. 


Little M.A. 


Dec. 15/70 


75 


41 






75 


41 




24. 


Massey F. 


June 15/70 






55 


60 


55 


60 


lJhen5)loyed. Wi 




















pay if possibl 


25. 


Reid P.T. 


Dec. 30/70 


91 


13 






91 


13 




26. 


Sharpe T.E. 


Dec. 23/70 


114 


06 






114 


06 




27. 


Webb E.E. 


Dec. 18/70 


41 


29 






41 


29 






$1,239 


13 


$860 


89 


$2,100 


02 
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SUBJECT 



FIN^NCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB31 PREPARING FINANCIAL STATBVIENTS 



INSTRUCTOR'S GUIDE 



OVERVIEW 

The students Imve been previously introduced to financial statements 
in lessons FAB9 and 10, In this lesson they will learn more precisely 
how to prepare a Profit and Loss Statement and a Balance Sheet. 

It is very important that students know how to get the inf onnation 
required for the preparation Of these statements from a summary of the 
daily records kept by the business. 

It is of little use keeping a record of business transactions with- 
out summarizing the information into a Profit and Loss Statement and a 
Balance Sheet. Meaningful analysis of the perfonnance of the business 
is only possible if these financial statements are prepared. Future 
lessons will discuss the use and interpretation of the financial state- 
ments. . . 



OBJECTIVE 

The students will correctly prepare a set of financial statements. 



RESOURCES REQUIRED 

1, Case FAB31-1, 'Mic Mac Market" 



ERIC 



1615 



FAB31 



METHODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and Intro- 
duction with the students. 



PURPOSE 

In this lesson you will learn how to prepare detailed financial 
statements from a set of business records or books. 



INTRODUCTION 

At tlie end of each business day, you make entries into your 
books. Over a period of time these entries will be only numbers in 
your books unless 'you prepare financial statonents. 

Financial statements tell the story of how your business is 
doing. They answer the following questions: 

1. Did your business make or lose money over a certain period of 
time? 

2. How mich money does your business owe? 

3. What is the value of assets owned by your business? 

4. How much money liave you invested in your business? 

Only by knowing the answers to these and other questions can 
you see if your business is a success. 



OBJECTIVE: THE STUDENTS WILL CORRECTLY PREPARE A SET OF FIN/VNCIAL 
STAimENTS 



Stimulus 

2. Ask: ''What are financial statements, and what can they tell you?" 

3, Read and discuss Section 1 of the headings with the F^iudents. 



CONTENT 

!• Financial Stat^ents : 

The financial stat^ents you will be preparing in this 
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lesson are: 

a. The Profit and Loss Statement 

b. The Balance Sheet. 

The Profit and Loss Statement tells you whether your busi- 
ness had made or lost money over a period of time. It can be 
compared to a movie picture because the Profit and Loss State- 
ment shows how things happen over a period of time. 

A Balance Sheet tells you how inuch the business owns 
(assets), how TTiuch the business owes (liabilities), and how 
much you, the owner, have invested in the business (owner's 
worth). 



Provide Information 

4. Read Sections 2 to 8 of the Readings. Have the students prepare 
a blank Pxx)fit and Loss Statement. Refer tnem to the Readings to 
clarify any problems they have in preparing the statement. 



2. The Profit and Loss Statement 

a. The main sections of the Profit and Loss Statement are: 

(1) Sales 

(2) Cost of Goods Sold 

(3) Expenses. 

b. The calculations for the Profit and Loss Statement are: 

IfCOME 

minus COST OF GOODS SOLD 

equals GROSS PROFIT 
minus EXPENSES 



equals NET PROFIT 
Income Section 

The inc^.e section of the Profit and Loss Statement shows 
all the money your business receiv J and from where the money 
came. You include both cash sales and credit sales in the 
inccrite section of the Prof it. and Loss Statonent. The entry 
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for cash sales is found by totalling the cash sales olumn 
in your books during the period for which you are preparing 
the statement. The credit sales entry is found by total- 
ling the credit sales column in your books for the same 
period. 

Exai nple 

John Masterman totalled the cash sales and credit sales 
columns in his books, and found that for the period ending 
November 30, cash sales were $21,031.39 and credit sales 
were $3,331.01. He had no other income during the year. 

The income section of John Masterman 's Profit aiid Loss 
Statement would look like this: 

Income 

Cash Sales $21,031.39 
Credit Sales 3,531.01 

Total Income $24,362>40 

If John Masteman had received any other income from doing 
business, he would have entered the amount of othc income 
under the heading other income. He would then have added 
other income to cash sales and credit sales to get the 
total income. 



Cost of Goods Sold Section 

As the name implies, this section looks at how much 
the goods you sold cost. When you talk about cost of goods, 
you include any charges you had to pay in order to get the 
goods to your store. 

For the Profit and Loss Statement you are only inter- 
ested in how much the goods you actually sold during the 
accounting period cost. During the accounting period you 
sold goods you had on hand at the beginning of the period, 
and goods you bought during the period. At the end of the 
period you will still ha^'-e an inv'entory of goods on hand. 
This inventory will include goods you bought before and 
during the accounting period. Therefore, in order to find 
out how much the goods you sold cost, you mst know how 
much inventory you had at the beginning of the period, and 
how much it cost you to buy goods during the period, mxi ( 
how much inventory you have on hand at the end of the period 

Inventory at the beginning of the period is found by 
inspecting the inventory figures at the end of the last 
period. 
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For ^exaiuple, if the inventoiy sit the end of July 31 was 
$3, 000,00, the inventoiy for the period beginning August 1 
would be $3,000.00. You can find the inventory at the begin- 
ning of the period by checking with your last Profit and Loss 
Stat^.ent . 

Cost of goods purchased is found by totalling the pur- 
chases colunm and the freight column. Remenber, cost- of goods 
includes the purchase price plus the freight charges. This is 
sometijDes called laid-in cost. 

The inventory at the end of the period is found by making 
an inventory count. You count the number of items you have h\ 
stock at the end of tlie period and calculate their total cost 
value. 

The calculations for the cost of goods sold are as 
follows: 

COST OF GOODS SOLD 

Inventory, beginning 
plus Purchases during period 

plus Freight charges for purchases 

eqiials Cost of goods available for sale 
minus Inventory, ending 

equals COST OF GOODS SOLD 

gcanrole 

The figures John Mastexman used for his .cost of goods sold 
section were: 

Inventory, beginning $12,351.31 
Purchases 14,185.00 
Freight 2,392.42 

Inventory, ending 14,311.29 

His cost of goods sold section looked like this: 

Cost of Goods Sold 

Inventory, " beginning $12 ,351 .31 

Purchases 14,185.00 

Freight 2,392.42 
Cost of Goods Available 

for Sale 28,928.73 

Less: Inventory, ending 14,311.29 
Cost of Goods Sold $14,617.44 
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Gross Profit 

Gross profit is the amount of money maJe from the busi- 
ness operation after the goods sold have been paid for. 

Gross profit is calculated by subtracting the cost of 
goods sold from the total income received by the business 
during the accounting period. 

Exajnple 

John Masterman ' s gross profit is: 

Total Income $24,362.40 
minus Cost of Goods Sold 14,617.44 

• GROSS PROFIT $ 9,744.96 



Gross profit represents the money available to meet ex- 
penses, such as wages, rrent, repairs, etc. and the profit you 
wish to earn. 

John Masterman's books show a gross profit of $9,744.96. 
He must use this to pay his expenses and earn a profit for 
himself. 

Many times gross profit is stated as gross margin. Gross 
margin is the percentage of gross profit to income. 

GROSS M/U^GIN - GROSS PROFIT x 100 

INCCME 

John Masterman's gross niargin is: 

Gross Margin = $ 9,744.96 
$24,362.40 

Gross Margin = 40^ 



Expenses 

An expense is ir.oney paid out in order to make the busi- 
ness operate. Expenses tell you how much it costs to sell 
your goods and run your business. 

Some expenses are: 

a. Bnployee net pay 

b. Employee deductions 

c. Bnployer C.P.P. and U.I.C. 
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d. Supplies , postage, stationery 

e. Light, heat, water 
£• Interest 

g. Bank charges 

h. Rent 

i. Repairs and Maintenance 

j , Delivery and travel expenses 

k. Telephone 

1, Accounting and legal 

Advertising 

n. Taxes, licences, and /ees 

o. Laundry and cleaning 

p. Bad debt expense 

q. Depreciation • 

The amount o£ each o£ these expenses is found in your 
books • Bad debt expense and depreciation are non-cash ex- 
penses whicli are calculated at the end o£ each accounting 
period . 



Net Profit 

Net Profit = Gross Profit - Expenses 

Net profit is the amount of money your business makes 
after paying for the goods it sold and the costs of selling 
these goods • From the net profit you can buy new equipment, 
pay off your loans, expand your business, and pay yoixrself • 

Taxes are paid on net profit only. 

Exam ple 

T£ Joil Masterman's expenses were $4 ^ 936 • 17, his net profit 
would be: 

Gross Profit $9,744,96 
minus Expenses 4 956,17 

Net Profit $4,808,79 



Final Foxm.of Profit and Loss Statement 

The Profit and Loss Statement appears on the following 

page. 
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A list o£ expenses is shown below: 




a. 


Bnployer CP. P. 


$ 169.20 


b 




231.61 


C. 


Light, heat, water 


931.43 


d. 


Interest 


57.63 


e. 


Rent 


1,800.00 


£• 


Repairs and maintenance 


501.33 


g- 


Telephone 


157.31 




Other 


87.66 


1. 


Bad debt expense 


100.00 




Depreciation 


900.00 




Total Expenses 


$4,936.17 



John Masterman's Store 
Profit and Loss Statement 
for period ending November 30, ?l9 



Income 



Cash Sales $21,031.39 
Credit Sales 3,331.01 
Total Income $24,362.40 



Cost of Goods Sold 

Inventory, beginning 12,351.31 
Purchases 14,185.00 
Freight 2,392.42 
Cost of Goods Avail- 
able for Sale 28,928.73 
Less: Inventory, ending 14,311.29 
Cost of Goods Sole' ' 14,617.44 

Gross Piufit $ 9,744.96 

Total Expenses 4,936.17 

Net Profit • $ 4,808.79 



5. Ask: "Where does the busxnessman get infomation for the Profit 
and Loss Statement?" Discuss. 



id 
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Category Source 

Cash Sales 
Credit Sales 
Inventory, beginning 
Purchases 
Freight 

Inventory, ending 
Expenses 



6. Have the students list the major categories of a Balance Sheet, 
and state how they decide what items go into these categories, 

Categor)" 

Assets - things the biasiness owns 

a. Current Assets: Assets vdiich will be used up within one year, 

b. Fixed Assets: Assets needed to operate the business but 

are not normally sold. 

Liabilities - what the business owes 

a. Current Liabilities: Liabilities payable within one year. 

b. Long-Tenn Liabilities: Liabilities owed but not due within 

the coming year. 

Owner's Worth - the amount of money the business owes to the 
owner . 

7. Read imd discuss Sections 9 to 13 of the Readings with the students. 



9. The Balance Sheet 

The second major financial statement is tiie Balance 
Sheet. The Balance Sheet tells you: 

a. Miat tiie business owns 

b. What the business owes 

c. How rrfjjch you have invested in the business. 



10. Assets 

Assets, vAich are usually listed first on a Balance 
Sheet, are divided into two classes: current assets and fixed 
assets. 



Cash Sales Ledger 
Credit Sales Ledger 
Previous P § L Statement 
Purchases Ledger 
Freight Ledger 
Present Inventory Sheets 
Expense Ledger 
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I5verything the business owns is either a current asset or 
a fixed asset. The wa)' to put each asset of your business in- 
to one of these class^^s is to see ho^r easy it is to change the. 
asset into cash. 

a. Current assets are those things a busijiess owns that can 
be changed into cash within a year. They also include 
assets that will be used up within the next year. Cur- 
rent assets are listed in order of liquidity (ease of 
ch-mging the assets into cash) . 

{!) Cash on hand is money which is kept in the till. It 
is money owned by the business, 

(2) Cash in bank or credit union is money which the 
business has in its account at a bank or credit 
union. 

(3) Shares in credit union is the value of the $hares 
the business has in a credit union. 

(4) Accounts receivable is the money that credit custo- 
mers owe the business. Also included here is money 
owed the business from loans and from the sale of 
assets. 

Generally you divide the accounts receivable section 
into two parts: 

(a) trade: credit customers 

(b) other: sale of assets, loans, etc. 

(5) Inventory (at cost) is the value of the inventory 
of goods the business has for sale and the value of 
the goods used to operate the busiixiss. The inven- 
tory is valued at cort price because this is how 
much it would cost to replace it. 

(6) Prepaid expenses are expenses that a business pays 
in advance for services it will use sometime during 
the next year. Because you have paid for these ex- 
penses, they are owned by your business and are 
there for your businesses use. You have traded one 
asset for another; cash is paid out in order that 
the business receives the service during the caning 
year. An example of this is prepaid insurance pol-- 
icies . 

b. Fixed Assets 

Fixed assets are land, buildings, and equipment. 
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Nomally these things are not sold, but they are needed 
for the business to operate. These things are bought for 
the service they give. For example, land is bought so 
that you have some place on \^ch to locate your buildings; 
buildings are bought or built so that you have some place 
in which to do business; and equipment is bought so tliat 
you can sell to and provide service to customers. 

When you account for fixed assets you must keep track of 
depreciation. Remember, depreciation is an expense 
cliarged for using an asset. Allowance is made for re- 
duction in value of property through wear and tear. The 
amount that is deducted is referred to as depreciation. 
Therefore, you value these assets at their cost less ac- 
cumulated depreciation. Valuing assets this way shows 
the original cost of the asset and the estiinated amount 
of useful life left. Tins is called Book Value. Ml 
fixed assets except land are either depreciated or de- 
pleted. Fixed assets would appear on the Balance Sheet 
as follows: 



Information 



Original cost of building $1,500*00 

Accimiulated Def)reciation to date 500.00 

Appears on Balance Sheet 

Building $1,500.00 

Less: Accumulated Depreciation 500.00 



$1,000.00 



11. Liabilities 



Liabilities are \^^lat you owe. They are separated into 
two classes. One class is called current liabilities. The 
other class is called long-term liabilities. 

a. Current Liabilities 

Like current assets, current liabilities have a time per- 
iod of one year. These liabilities are the ones that 
must be paid by the end of the next year. 

Current liabilities are bank overdrafts and outstanding 
cheques, bank loans, and accounts payable. 

(1) Bank overdraft and outstanding cheques - this is 
the amount of money you owe a bank or credit union 
if you have an overdraft. Outstanding cheques are 
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checjues you have vrritten but which have not yet been 
charged against your account, 

(2) Bank Loans - the amount of the loans that are due 
within the coming year. For example, if you had a 
loan with payment of $500.00 due in the coming year, 
you would put the $500,00 into this part of the Bal- 
ance Sheet. 

(3) Accounts Payable - there are many different types of 
accounts payable which are listed in this part of 
the Balance Sheet: . 

(a) Trade Accounts Payable - the aiiount of money 
you owe to your suppliers. 

(b) Wages Payable - many times the date you make 
up the Balance Sheet does not come on a pay 
day. You owe your employees wages from the 
date of the last pay day to the date of tJie 
Balance Sheet. 

Cc) Employee U.I.C., CP. P., and Income Tax Pay- 
able r the money you would have to deduct from 
the employee's gross wages fron the date of 
the last pay day to the date of the Balance 
Sheet. 

(d) Other - any other bills (you have not paid) for 
goods and/or services already received. 

b. Long-Term Liabilities 

These liabilities are what you owe but you do not need to 
pay thena within the coming year. 

(1) Loans Payable - the amount of loans from banks, 

credit unions or from other services which are pay- 
able sometime after the coming year. 

12. Net Worth (Owner's Worth) ' - 

This last part of the Balance Sheet shows how much you 
or your partners or shareholders have invested in the busi- 
ness. There are three parts: balance beginning year, current 
profit, and year's drawings. 

To calculate this section you use the net worth ending 
figure fron last year's Balance Sheet as the balance begin- 
ning year for the new statement. You add to this the net 
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profit, after taxes, calculated in this year's Profit and Loss 
Statement. Then you deduct the amount of money that you or 
your partner have dram out of the business during the year, 

NET TORTH SECTION 

NET WORTH BEGINNING 
plus NET PROFIT FROM PRESENT PERIOD 
less OWNER DRAWINGS 



equals NET WORTH, ENDING 



Balance Sheet 

as at 



Assets 
Current Assets 
Cash on Ifend 

Cash in Bank/Credit Union 
Credit Union Shares 
Accomts Receivable 

Trade 

Other 
Inventory at Cost 
Prepaid Expense 

Total Current Assets 



Fixed Assets 
Land 

Buildings 

Less Accumulated Depreciation 

Fixtures § Bquipnent 

Less Accumulated Depreciation 

Delivery Equipment 

Less Accumulated Depreciation 

Total Fixed Assets 

Total Assets 
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Liabilities and Owner's Wort h 

Liabilities 

Current Liabilities 

Bank Overdraft/Outstanding cheques 
Loans 

Accounts Payable 
Trade 
Other - 

Total Current Liabilities 



Long-Term Liabilities 

Loans Payable: Bank/Credit Union 
Loans Payable: Government 
Other 

Total Long-Term .Liabilities 
Total Liabilities 



Owner's Worth 

Balance Beginning Year 
Add Current Profit 



Balance 

Deduct Year's Drawings 
Total Owner's Worth 



Total Liabilities and Ov\Tier*s Worth 



13. Simnary 

Financial infomfiation which is available in good form 
and at the proper times is essential for effective managment 
Managemei^t imist at all times be aware of the financial con- 
ditions which confront the business, so that no actions are 
^faken vdiich could result in losses to the business. 

Financial analysis primarily involves two types of 
statements: the Profit and Loss Statement and the Balance 
Slieet. 
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In this lesson. you saw how to prepare detailed financial 
statements. In later lessons you -. ill learn how to analyze 
these statements, and use them to plan for the future activ- 
ities of tlie business. 



8. Ask: 'TVhere does the businessman get information for the Balance 
Sheet?" Discuss. 



Category Source 

Cash on Hand 
Bank . 

Credit Union Shares 
Accounts Receivable 
Inventory 
Land 

Buildings 

Fixtures ^ Equipment 
Delivery Equipment 
Depreciation 
Bank Overdraft 
Outstanding Cheques 
Accounts Payable 
Loans Payable 
Owner's Worth 
Balance Beginning Year 
Current Profit 
Year's Drawings 



Indicator 

9. Ffand out case FAB31-1, *Mic Mac Market'\ Have the students prepare 
the required statements using the infomation given in the case. 



Cash Ledger 
Bank Ledger 
Credit Union Ledger 
Accounts Receirable Ledger 
Inventory Sheets 
Asset Card 
Asset Card 
Asset Card 
Asset Card 
Asset Card 
Bank Reconciliation 
Bank Reconciliation 
Accounts Payable Ledger 
Loan Ledger 

Last Balance Sheet 
Profit and Loss Statement 
Owner's Drawings Ledger 



ERIC 



1629 



FAB31 



^AnnOI IMT MO 


ciWFFT rvin 


NA(V 
ADD 


IE 




T 


ERr 
:rec 






RFRR r 


-IIT 1 IfVllT 




DATE 


ite:^s 


fOLIO 




DEBITS 




CREDITS 


PI 


V 


BALANCE 






1 


































?^ 




457 


Dec 




































/ 




7 












— I 


1 

i-J 


































1 



ACC 
NAIV 
ADC 




S 
T 


HEET 
ERMS 

:redit 


MO 




r 


1 irviiT 




DATl~ 


ITEMS " * 


FOLIO 




DEBITS 




CREDITS II 




BALANCE 




30 




































y 










Dec \ 








¥^ 




- 




























7 




:^ 
































5j9 

























ACC 
NAIV 
ADD 


Ot IIMT MO 




S 
T 


HEET 

ERMS 

:REDiT 


VI n 






r 


1 l^/1lT 




DATE 


ITEMS 


FOLIO 


^/ 


DEBITS 


v/ 


CREDITS 


CI 




BALANCE 












































6 


/ 




f 






























/ 




0 


/ 








M 


6 


a 






















- 







































ACC 
NATV 
ADO 


m IMT MO 


S 
T 


HEET 

ERMS 

IREDIT 


SJD. 




r 


1 I^/1IT 




DATE 


ITEMS 


FOLIO 




DEBITS 




CREDITS 


1 °' 

1 c* 




BALANCE 




















































Ike 












































/ 
















































f 









ACC 
NAIV 
ADO 


o» IMT Nao f; 


HEET 

ERMS 

REDIT 


SJD. 




RFc^c^ r 


LIMIT 






DATE 


ITEMS 


FOLIO 


v/ 


DEBITS 


-/I 


CREDITS 


H Ik' 


BALANCE 














































/ 




6 


































2 






> 












2 
































U 

























ERIC 



FAB31 



ACCOUNT NO 

NAME /v^^^-V; /?j-'r.jb J ^/9Ry. £ 

AlJORESS 



SHEET NO. 
. TERMS 



. CREDIT LIMIT . 



DATE 



FOLIO k/ DEB!1 b£ \/ CREDITS ! W BALANCE 



T. r 



!; i: i ' i i ! 



ACCOUNT NO 

NAryiE 

ADDRESS 



SHEET NO. 
. TERMS 



. CREDIT LIMIT . 



DATE 



ITEMS 



FOLIO \/ DEBITS W I CREDITS \\/ BALANCE 



M I M 



TT 



ACCOUNT NO SHEET NO 

NAME TAj7-£/?/E<?r Ji/^AJA- ^//y9yeG-£S TERMS . 

ADDFIEBB CREDIT LIMIT . 




ACC 

NArv 

ADD 


m JNT MO 


HEET 
ERMS 

:reoit 


NO. 


RFRR r 


1 l^/llT 




•DATE 


ITEMS 


FOLIO 




DEBITS 




1 CREDITS 






1 BALANCE 








































1 ' 




Ike: 












/ 


J 




f 






/ 


7 




/ 






✓ 








































,.J 




1. ! 1 1 ! 


1 



ACC 

NArv 

ADC 


ni JNT NO 


HEET 
ERMS 

:redit 


Mm 


RESR r 


! l^/llT 




DATE ^ 


ITEMS 


FOLIO 




DEBITS 




CREDITS 






BALANCE 












































f 




































/ 






C 








L 








0 










1 















































16 ■^1 



FAB31 



Ai-nni if\i-r 

...... V//f^^./J/9S'£Si 


S 
T 


HEET 

ERMS 

REDiT 






r 


1 1N/1IT 




DATE 1 ITEMS 


FOLIO 




DEBITS 




CREDITS 


OR 




BALANCE 


























1 




! 

— i 








9 


5\ 


/r 








i 






















\ 
\ 










=5 
















h 
















rtn 















ACC 
NAfs^ 
ADD 


r /f r 






s 

T 


HEET 
ERMS 

:redit 






c 






DATE 


ITEMS 


FOLIO 




DEBITS 




CREDITS 






BALANCE 






1 
































Pr 


1/ 












n 
















/ 






















w 






1 


r 













































I 












r 





! ACC 

^JA^/ 

ADD 


,P. <0UJ/V£/?'^ D/^/}tyi//\ia^ 


HEET 
ERMS 
:REQIT 


Mn . 


RFSS r 


1 ifvyitT 




DATE 


ITEMS 


fOLiO 




DEBITS 




CREDITS 


Of 




BALANCE 










































s 






-0 










































✓ 






9 


2 


A 












































1 


f 











Accau^ 

NAME 
ADDREE 


JT NQ._ 


SHEET N( 
nnpniT i 


I) 




fVlIT 




DATE 


ITEMS 


FOLIO 




DEBITS 




CREDITS 1 


Dl 
^» 




BALANCE 


































1 


/> 


/ 




















u 






























1/ 






;? 


/ 




ao 










































— 













ACCDUNT NO SHEET N * 

^,A^.p P./r)P/.dY££ IrU/E/i/y)P r/9j( terms 

ADDRESS^ CREDIT LIMIT 



DATE 


ITEMS 


FOLIO 




HEBJTS 




- CREDITS 


Ot 

zt 


V 


BALANCE 






































Dr 


*^ 






/ 


4, 






Dec 


















9 


















7>- 








/ 


f 


f 

























































1632 



r 



FAB31 



ACCOUNT NO 

NAME J^/XfJ.OJ./i^^^ ^'/>X>- ^i<^. 

AOORESS \ 



SHEET NO. 
. TEPMS 



. CREOIT LIMIT , 





DATE 


ITEMS 


FOLIO 




DEBITS 




CRtDi rs 


Dl 
CI 




BALANCE 








































✓ 




























































A 




























































ACCOUNT NO 

NAME_ 

ADDRESS 



SHEET NO. 
, TERMS 



. CREDIT LIMIT . 



DATE 



ITEMS 



FOLIO \/ DEBITS \/| CREDITS \/ BALANCE 



AC\_DUNT NO 

NAME 

ADDRESS 



SHEET NO. 
. TERMS 



. CREDIT LIMIT . 



DATE 



ITEMS 



FOLIO W 



DEBITS 



CREDITS 



BALANCE 



ACC 
NAIV 
ADO 


-II IMT Mr-i c; 


HEET 
ERMS 

;redit 


Nin 




1 l^/llT 




DATE 


ITEMS 


FOLIO 


\/ 


DEBITS 




CREDITS 


Dl 


v/ 


BALANCE 








































✓ 
































/ 
















































— 







































ACC 
NAJV 
ADD 


ni INT Nin C5 


HEET 
CRMS 

:ReaiT 


vin 


RESS r 


1 irvyiix 


DATE 


ITEMS 


FOLIO 




DEBITS 




CREDITS 


I 


k 


BALANCE 






































2^ 














/7 












































— 






? 

























































ERIC 



1633 



FAB31 



ACC 
ADC 


ni iMT Mn c?w-F=T rvin 




L 








DATE 


ITEMS 


FOLIO 




DEBITS 




a=IEDITS 






BALANCE 
























































5/ 




































»^ 



































































ACC 
NAN 
ADD 




s 

T 


HEET 

ERMS 

REDIT 








1 l^/llT 




C ATE 


iTEh/lS 


FOLIO ! 




DEBITS 1 




CREDITS 


Dt 


n/ 


BALANCE 








































u 








7 








































1 
















rr 























































ACC 
NAJV 
ADC 




HEET 

ERMS 

REDIT 


ND. 




1 


DATE 


ITEMS 


FOLIO 




DEBITS 


\/ 


CREDITS ; 


0* 
CI 


n/ 


BALANCE 




































Ik 


*✓ 






/ 



























































ACC 
NAJV 
ADD 




HEET 
ERMS 

:redit 


MD. 




1 l^/llT 




DATE 


ITEMS 


FOLIO 




DEBITS' 




CREDITS 


ex 
ca 




BALANCE 






















































3/ 




































✓ 































































AC CI 
ADD 




HEET \ 
ERMS 

:redit 






1 l^/ltT 




DATE 


ITEMS 


FOLIO 




DEBITS 1 




1 CREDITS 






BALANCE 




5.4 


































Vr 






































1 




















— 







! 



1634 



FAB31 



ACC 
NAIV 
ADD 




HEEl 
ERM3 

:redit 


ND. . 






— T ' — r 


C 


LIMIT 








DATE 


ITEMS 


FOLIO 


n/ 


DEBITS 




CREDITS 


I 




BALANCE 
















































30. 






































J 


U 











ACCDUNT ND 

NAME_ 



SHEET ND. . 
, TERMS 



ADDRESS. 



. CREDIT LIMIT . 



DATE 


ITEMS 


fOUO 


v/ 


DEBITS 


n/ 


CREDITS 


on 

CI 


v' 


BALANCE 






































jZfc 












5 


aa 


The. 














/ 




'C 


60 


















✓ 












H 






































1 












r 





ACCOUNT ND._ 



■ SHEET~-ND,*_ 



NAME .^/:^^vx/?/i//r^/yr? P^y^rjrs -^erms •• 

ADDRESS . CREDIT LIMIT . 



DATE 


ITEMS 


FOLIO 


s/ 


DEBITS |(\/||- CREDITS 


M 
CI 


V 


\ BALANCE 




































































































V 



ACC 
NAN 
ADC 


nUNT ND 

.7?/9/5 .Z?>ri?r /^.y P/r /US'? 




s 


HEET 
ERMS 

:redit 




IRESS 


r 




1 1^/1lT 


DATE 


ITEMS 


FOLIO 


v/ 


DEBITS 




CREDITS 


o« 

Ci 




BALANCE 
















f 






























7 


2 














































1 









ACCOUNT ND.. 



NAME :3)EPftE^}AT/^iV BMPE AJj^^S" 

ADDRESS 



SHEET ND. . 
.TERMS 



. CREDIT LIMIT . 





DATE 


ITEMS 


FOLIO ||v/ 


DEBITS 


s/ 


CREDITS lIKiV 


BALANCE 














/ 


5 
























✓ 




/ 


























f 


















d 



















1635 



Mic Mac Market 
Profit and Loss Statement 
For year ending December 31, 1971 



Income 

Cash Sales $-18,062.05 
Credit Sales 4,612.73 
Other 16.26 
Total Income $52,691.04 



Cost of Go-^-rji Sold 

Inventoiy, beginning -0- 

Purchases 33,593.15 

Freight 1,745.43 
Cost of Goods Available 

for Sale 35,338.58 

Less: Inventory, ending 2,103.92 

Cost of Goods Sold 33,234.66 

Gross Profit $19,456.38 

Expenses* 10,235.19 

Net Profit $ 9,221.19 



*Expenses (listed next page) 
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Expenses 

Bnployee Wages $2,210.00 

Employee Income Tax 191.50 

Bnployee CP. P. - U.I.C. 63.18 

Bnployer CP. P. - U.I.C. 63.18 

Postage, Supplies, Stationery 700.71 

Light, Heat, Water 309.92 

Rent 3,060.00 

Repairs 406.75 

Delivery 180.00 

Telephone 206.41 

Interest § Service Charges 95.54 

Accounting, Legal .65.00 

Taxes, Licences, Fees 295.00 

Advertising 455.00 

Dvipreciation 1,500.00 

Bad Debt 433.00 

Total Expenses $10,255.19 . 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 

LESSON FAB31 PREPARING FINANCIAL STATEMENTS 



CASE FAB31 - 1 
MIC MAC MARKET 



On January 1, 1971, John LaRoche began operating the Mic Mac Market. 
It is now January 3, 1972, and John wishes to know how well the business 
has done, in its first year o£ operation. 

John took inventory on Decanber 31 and found that the total cost 
value of his stock was $2,103.92. He then collected his Ledgers and his 
Synoptic Journal and prepared to make a Profit and Loss Statment and a 
Balance Sheet as of Decenber 31, 1971. 

First John closed off his Synoptic Journal for the month of December 
He made adjustments to bad debts expense for $453.00 and to? depreciation 
expense for $1,500.00. He then posted the closed-off totals in the 
Synoptic Journal to the proper Ledgers. 

John prepared a Bank Reconciliation Statement from tlie bank state- 
ment to December 31, sent to him by his bank. John now had all the 
information he needed. 



INSTRUCTIONS 

1. ' Set up Ledger sheets* for each account, and post the closed-off 

totals frodi the Synoptic Journal to these Ledger sheets. 

2. Prepare a Profit and Loss Statement and a Balance Sheet for the 

Mic Mac Market as of December 31, 1971. The balances in the Ledgers 
on Novanber 30, 1971;. the Bank Reconciliation Statement; and the 
closed-off Synoptic Journal for the month of Decmber, 1971, are 
shown on the following pages. 
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MIC MAC IvIARKST 
BANK RECONCILIATION STATEMENT 
As of December 31, 19 



Balance Statement December 31, 1971 
Less: Outstanding Cheques 

Cheque # 129 $627,35 
Cheque # 134 107.97 
Cheque #135 255,00 
Total Outstanding Cheques 
Adjusted Bank Balance 

Balance Books December 31, 1971 
Less: Service Charge 

Adjusted Book Balance 
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Ledger Balances as o£ November 30, 1971 



LedcTpT Acccsiints 


Debit Bal ancp 


Credit Balancf* 




$ 306 57 




Bank 


9 012 50 




Cash Sales 




$ 46*181.02 


Credit Sales 




4 222.68 


Sales Tax 




156.55 

x_ ^y xy # ^y ^y 


Ac c nun t q R ec p i vab 1 e 


2 210 31 








18 900 00 

J-vJ , ^\J\J m\j\J 


IntPTPSt 


82.50 




Accounts Pavable 




3 385.81 


Assets 


15 000,00 




PuTcha<?es 


31 693 15 






1 ^76 93 






S 670 00 




Employee Wages (net) 


1,870.00 




Employee Inccane Tax 


162.00 

vy *j • vy vy 




Employee CP. P. § U.I.C. 


53.46 




Employer CP. P. ^ U.I.C 


S3. 46 




Other Receipts 




16,26 


Postage, Supplies, Stationery 


679.36 




Light, Heat, Water 


283.17 




Rent 


2,805.00 




Repairs 


375.00 




Delivery, Travel 


180.00 




Telephone 


183.91 




Accounting, Legal 


65.00 




Taxes, Licences, Fees 


295.00 




Advertisings 


305.00 




Miscellaneous 


-8- 


-9- 


TOTALS . 


$ 72,862.32 


$ 72,862.32 
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MANAGEMENT PROCESS 



THE GOrmiOLLING FUNCTION 



INSTRUCTOR'S GUIDE 



OVERVIEW 

Students will now have a good idea o£ the planning, organizing and 
directing functions o£ business* In this lesson students are introduced 
to the controlling function. The lesson sets out the principles of 
control rather than the actual mechanics of control. The mechanics of 
control aie contained in the lessons in the different subjects. 

Since control is impossible wi.thout budgets or standards which have 
been previously planned, this lesson is also an opportunity to review 
the importance of planning; 

The instructor may have to draw considerably on his own experience 
to illustrate the areas of control, \^^lich will not be studied in detail 
until future lessons. The students present knowledge of bookkeeping 
should be sufficient to allow them to understand the nature of control. 
If students can grasp the idea of control now, they should learn more 
from future lessons. 



OBJECTIVE 

The students will outline the control techniques which could be 
used by a business. 



SUBJECT 
LESSON MP13 
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REFERENCE MA TERIAL FOR INSTRUCTOR 

II III a ^ ■ a ^ ^ ■ >i > ■ » ■ ^.^^^^ * > » > mm »m^m^^ 

1. Keith, Lymen A. and Gubellini, Carlo E. Introduction to Business 

En terprise . Toronto: McGratr'-Hill Boo^ CJonipany of Canada," Ltd. , 
ch. 13 and 15. 

2. Longenecker, Justin G. Principles of Management and Organizational 

Behavior. Columbus, Ohio: Charles e7 Merrill Publishing Co., 
1969, di. Z4-26. 

3. Sisk, Henry. . Principles of Management . Cincinnati: South-Western 

Publishing Company, 1969, ch. 21-23. 

4. Terry, George R. Piinciples of Management . HcMewood, Illinois: 

Richard D. Irwin, Inc., 1968, cn. 22-26. 



RESOURCES REQUIRED 
1. Flip chart. 



METHODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and Introduction. 



PURPOSE 

The purpose of this lesson is to examine tne fourth manage- 
ment function, the controlling function. You will look at the 
nature of controlling, why controlling is necessary and what the 
principal areas of control are. 



INTRODUCTION 

In lesson MP7, ''The Planning Function", we discussed the 
manager's role in preparing plans for the business. These plans 
affected all areas of the business: profit, sales production and 
personnel. 

In lesson MPll, ''The Directing Function", we saw that the 
manager is responsible for the carrying out of these plans through 
employees of the business. The manager in a larger business had 
to delegate to others some of his responsibility and authority. I 
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The controlling fimction requires the manager to check to see i 
i£ the business is attaining its objectives in sales, profit, costs 
and many other areas. The manager must set up methods o£ comparing 
the plans to the actual performance o£ the operation. 

Even in a ven*' small business, the manager will need to be in 
control of the operation. For instance, if a loan were obtained 
to start the business, the lending agency will be very interested 
in > .3 performance of the business. A business which is doing 
well has .jood potential for the repayment of the loan. 

A business which is not. performing well financially will 
require some corrective action to improve its position. It is 
important that the manager be able to determine how the business 
is doing compared to the plans he had made. 



OBJECTIVE: THE STUDENTS WILL OUTLINE THE CONTROL TECHNIQUES WHICH GOULD 
BE USED BY A BUSINESS. 



StijTiulus 

2. Ask the students what is meant by controlling. Ask them to list 
ways of controlling a business. 



Clarify Problon 

3. Discuss tne controls listed by the students. 

4. Read and discuss Sections 1 and 2 of the Readings. 



CONTENT 

1. Nature of Controlling 

Control is the task of seeing that the business actually 
perfoms according to the plans set out. To control it is 
necessary to know what has happened in the business and how 
the performance relates to the plans, so that corrective 
action can be taken if necessary. 

Suppose that the plans, projections and budgets made by 
a business indicated that a prof it of $5000.00 was possible. 
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Suppose however that the actual profit, as determined 
through good bookkeeping methods, was only $1,000.00. 

The difference in profit between the budgeted figure 
and the actual figure is very important. It says that some- 
thing went wrong along the way, that the actual performance 
did not meet the plans. 

The controlling function attempts to find the cause of 
any differeiice between the plans and the actual perfomance. 
Was it due to lower sales? Was the profit margin lower than 
expected? Were there accounts receivable which could not be 
collected? 

The controlling functica involves comparing the actual 
performance of a business with the plans, determining tlie 
cause of any difference, and making the corrections necessary 
to avoid a similar situation in the future. 



2. Why is Control Necessary? 

Control is necessary to assure the manager that th^ 
business. is moving ahead as intended. Without control the 
manager would not know how the business is doing or where it 
is headed. Without plans and control, the business can lead 
in any direction which curcuinstances send it. This perhaps 
explains why so many businesses fail. 

Control assumes there are plans cr standards to which 
the actual business operation is compared. If there is some 
difference the reason is checked out and the necessary changes 
are made to correct the situation. 

The most common types of control which managers use are 
control of sales, production ^ personnel, purchases and 
inventory, and profit. 



Ask tiie students how they would control the sales of a business. 
Encourage them to draw on previous lessons to outline a method of 
checking on sales. 

Read Section 3 of the Readings . Compare with the ideas provided 
by the students. 



3. Control of Sales 

Sales are the source of revenue for many retail business- 
es. Some businesses feel that the only control needed is 
"sell as imich as possible". This idea says little about 
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whether the person in charge o£ sales should adopt new 
techniques or new approaches. It does not answer the 
question: "Is the sales organization doing a good job?" 
A poor sales organization may sell as much as possible and 
still not be doing a good job. 

It is important that eveiy business have at the begin- 
ing o£ each year a realistic plan or budget setting out the 
expected sales for the year. This becomes the basis for 
determining the expected revenue. 

Some managers feel that it is veiy difficult to predict 
sales, because there are so many uncertain factors, especially 
for a new business. 

Control of sales assumes a projection of expected sales 
for a certain period. The control is exercised when a compa- 
rison is made of the actual sales to the figure which was set 
/as an objective. If this is not reached, the goal may have 
been set too high. However, a manager should not assume the 
target was too high until an analysis of the marketing program 
is made. A close look at the advertising, promotion, lay-out 
and display used, and selling ability of sales people, should 
be made to see if the^e areas are as good as they might be. 
The manager should also look at whether the business is 
providing the right services or projects at the right prices. 

This type of analysis can provide very useful informa- 
tion to explain why a business is not selling as well as might 
be expected. 



7. Follow the same procedure for Sections 4, 5, 6 and 7. Each time, 
discuss with the students the metnods which they would use in 
controlling production, personnel, purchase and inventory and profit. 
Compare the Readings to the students* ideas, and illustrate further 
if necessary. 



4. Control of Production • 

When a business manufactures a product, the sale of this 
' product provides its revenue. The business will have to set 
certain goals for its production in terms of q»Jiantity, quality 
and cost. 

Since there must be a certain volume of production to 
meet the revenue expected, the control of production from the 
point of viefw of quantity is important. 
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And since it is possible to produce a large quantity but 
a low quality product, control in the area of quality is also 
necessary. A low quality product can be very expensive for a 
business since it may bring a lower price and in some cases, 
no price at all. The business may be left with the cost of 
producing a product which cannot be sold or can only be sold 
at a lower price. 

Production costs must be carefully controlled to enable 
the business to supply a product at the right price, one 
which allows a reasonable profit. 

Inefficiency of employees, wastage or spoilage of mater- 
ials, poor product design, poor lay-out of plant, as well as 
many other factors can affect the cost of production. 

5, Control of Personnel 

In many businesses, labour is an important part of the 
costs. If labour costs climb too high, the business will 
have difficulty making ends meet. The manager must be 
conscious of controlling labour costs as well as controlling 
employee 'morale through good human relations and controlling 
employee efficiency through the proper selection, training 
and discipline of the employees, 

6, Control of Purchases and Inventory 

The manager must exercise close control so that the 
purchases -and inventory of the business meet the needs of 
customers. Otherwise, money may be tied up in inventory that 
does not move rapidly and there may not be enough money for 
items which are required by the customers. 

Control is essential to avoid the problems of double 
ordering, purchasing the wrong type of stock, or paying 
prices T^^ich are not favourable. 

7 , Control of Profit 

Perhaps the controlling function is best known in the 
profit area. A manager will plan a certain level of profit 
for the year; he must check whether or not the business is 
reaching this level. The check may be made once a month, or 
two or three times a year to see if the business has made 
its share of profit for a particular part of the year. If 
controlling procedures are done each month, the business 
would be expected to produce this share of profit every month 
j unless the business is seasonal. 



ERIC 



1650 



MP13 



In controlling profit, the manager must check both 
revenue and costs. The revenue control is similar to the 
control o£ sales i^ich we looked at earlier in this lesson. 
The control o£ cost? means a detailed comparison o£ the actual 
costs to the expected or projected costs. I£ some costs are 
out o£ line, the manager must check the reasons for the 
differences. 

The basic method of control is the budget which will be 
studied in lesson FAB39. The budget sets out the expected 
revenue and expenses for a period. If the actual figures 
differ very much, the manager must look into the reasons. 



8. Read Sectio)7 8. 



8. Summary 

Control requires some work, but is a very valuable tool 
in determining how well the business is doing. Without 
control, the manager will never know whether or not the 
business is moving towards its objectives. 



Indicator 

9. Have the students outline the controls necessary in the outfitting 
camp discussed in the planning, organizing, and directing lessons. 
The camp has food, lodging, and guide services as well as a stor^j. 

a. Have the students list the areas which need control (public 
rel?itions, food quality, house -keeping, cleanliness, finances, 
etc.). 

b. Then have them discuss how the manager waald go about the job 
of controlling to determine if the business reaches its 
objectives • Students should consider each department, and 
consider control of sales, personnel, purchases and inventory 
and profit for each. 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB32 



YEAR-END REPORTING 



INSTRUCTOR'S GUIDE 



OVERVIEW 



At the end o£ each year eveiy employer is required to submit reports 
dealing with income tax, C. P. P. and unemployment insurance contributions 
to the federal government, and Workmen's Conpensation to the. provincial 
government. 

The instructor should obtain the necessary forms and instruction 
booklets and study these carefully prior to giving the lesson. Suffici- 
ent copies should be available for students to read and study. 

The instructor should contact the Workmen's Canpensation Board in 
the province or territory in which the course is being taught, as the 
rates and forms differ from area to area. 



Below is a list of addresses of the District Taxation Offices, 
Department of National Revenue: 



Taxation Data Centre 
Ottawa, Ontario 
P.O. Box 8456 KIG 3L7 



St. John's, Newfoundland 



165 Duckworth Street 



Sir Humphrey Gilbert Building 



Charlotte town, P.E.I. 

Queen and Richmond Streets 
DOTiinion Building 



Halifax, Nova Scotia 



1557 Hollis Street 



Ralston Building 



Sydney, Nova Scotia 
Dorchester Street 
Federal Building 



Saint John, New Brunswick 



New Post Office Building 



Canterbury Street 
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Quebec 2, Province of Quebec 
16S Dorchester South 



Montreal 128, Quebec 

305 Dorchester Blvd. West 
National Revenue Building 

Ottawa, Ontario KIA 0L9 
122 Bajik Street 
Jackson Building 

Belleville, Ontario 
11 Station Street 
New Federal Building 

Hamilton, Ontatio 
150 Main Street V/esi 
National Revenue Building 

St. Catharines, Ontario 
32-46 Church Street 
Federal Building 

Windsor, Ontario 

1100 University Avenue, West 



Thunder Bay, Ontario 
201 North May Street 
Revenue Building 

Regina, Saskatchewan 
1955 Smith Street 
Income Tax Building 

Calgary, Alberta ' ' 

205' - 8th Avenue South-East 
Calgary Public Building. 

Pentic ton, British Columbia 
251 Nanaimo Ave,nue West 
Federal Building 

Victoria, British Columbia 
1005 Pandora Avenue 



Sherbrooke, Quebec 
50 Couture Street 
Federal Building 

Rouyn, Quebec 

11 McQuaig Street East, 
Income Tax and U,I,C* Bldg, 

Kingston, Ontario 

385/387 Princess Street 



Toronto 1, Ontario 

36 Adelaide Street East 
MacKenzie Building 

Kitchener, Ontario 
166 Frederick Street 
National Revenue Building 

London, Ontario 
388 Dundas Street 



Sudbury, Ontario 

19 Lisgar Street South 
Federal Building 

Winnipeg 1, Manitoba 
391 York Avenue, 
Income Tax Building 

Saskatoon, Saskatchewan 
306 - 20th Street East 
London Building 

Ednionton, Alberta 

107th Street and 99th Avenue 
Federal Public Building 

Vancouver 5, British Columbia 
1110 West Georgia Street 
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OBJECTIVES 

The students will ^ correctly ccmiplete: 

1. T4 -Supplementary (Statement of Remuneration Paid) 

2. T4-T4A Summary (Retxirn o£ Remuneration Paid) 

3. Worlanen's Compensation Board Employer's Payroll Statement. 



RESOURCES REQUIRED 

Each student "equires: 

1. T4-Supplanentary (Statement of Remuneration Paid) 

2. T4-T4A Summary (Return of Remuneration Paid) 

3. Income Tax Deduction at Source Tables 

4. Canada Pension Plan and Unanployment Insurance Tables 
5r Enq^loyer's Unemployment Insurance Guide 

6. Eraployer's Canada Pension Plan Guide 

7. Workmen's Compensation Board Employer's Payroll Statement 

8. Exercise FAB32-1, "Jonathan anith" 

9. Pay sheets* 



METHODOLOGY- 

1. Hand out the Readings and read the Purpose anci Introduction. 



PURPOSE 

In this lesson you will be introduced to the forms required 
by the Taxation Department of the federal government and the 
Wortoen's Compensation Board of the provincial government. 



IKTRODUCTION 

In earlier FAB lessons you saw that you are responsible for 
making deductions during the year on behalf of your employees. At 
the end of titie year you have to give the employee a record of the 
deductions you have made. This form is called a T4-Supplementary . 
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You also have to send the Taxation Department a record o£ all T4 
slips you give out. This form is called the T4-T4A Sunmary. 
These records are sent to the f^^deral government. 

You are also responsible for registering your workmen with 
the Woikmen*s Co!i5)ensation Board. Each January, you will be sent 
a form you must fill out and return to the provincial government. 
This is called the enqployer^s payroll statement. 

Failure to complete these foims can result in fines, unless 
your business is exaiqpt from making deductions or paying compen- 
sation assessments. 



OBJECTIVE 1: THE STUDENTS WILL CORRECTLY COMPIJETE A T4-SUPPLEN1ENTARY 
(STATEMENT OF REMUNERATION PAID) . 

Stimulus 

2. Ask: 'TVhat is a T4 slip?" Discuss. 

(A T4 slip is a statanent which shows ef ch employee's gross 
pay earned from the business for which he works- It also shows 
the total amount of deductions that the employer has taken off 
that employee's pay cheques.) 

Ask: "Who makes out the T4 slip?" 

(The employer makes out the T4 slip and gives it to the anp3oyee.) 
Clarify Problm 

3. Hand out T4 slips to each student and review. 
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Provide Infonnation 

4. Read Section .1 o£ the Readings. Discuss the material to ensure 
that the students understand the purpose o£ a T4 slip and that 
they know how to fill one out correctly. Give students copies o£ 
Employer's Canada Pension Plan Guide and Employer's Unemployment 
Insurance Guide. Review contents with students. 



CONTENT 

1. The T4 -Supplementary (Statement of Remuneration Paid) 



SSSTfSSSIW't 




NAM£ AND A00W5S Of tMflOYt* — NOM H AMfSSC Of fCMftOrtUI 



1 . >^ 



KM tci AMCu<r navou 

*MT AMOUNTI w lOm 

U MOMTAMt at U CAH iCP 
CCMMM) Tout MONTANII 

(Hv tn «i n iMi 



* 'CAMkOAnAM OlKMCnAM 

1 1 , 

OUCAMAM M OtjMC 




1 

J- 

iMMCiJraf or MMMMt 















* ' UMMOt « 


1 

GAMI ASlUUHfl 
A C 


% 

IMX M 
"OMfDA C 


CAN] COTAAlin 









The T4-Supplementary is a record o£ the total earnings, 
total deductions and net pay for each employee during the 
calendar year (January 1 to Decanber 31). 

There are four copies of each statement. The employee is 
given copies .2 and 3, you keep copy 4 for your records, and 
copy 1 is sent to the Department of National Revenue, Taxation 
Branch. 



1657 



FAB32 



You use the employee's payroll record for the year to 
fill out the T4- Supplementary. 

Suppose that when you closed off the employee's payroll 
record and totalled the gross pay, deductions and net pay for 
the year you gQt the following totals: 

Employee: J on Stoneman 

Address: Yellow Rock 

Social Insurance Number: 830 101 300 

Total Personal Exemptions: $1,500.00 

Wage Per Month: $200.00 

Box A 
Box B 
Box C 
Box D 
Box E 
Box G 
Box H 
Box I 

After filling in a T4"Sxq5plementary for eacli enployee, 
you give the employee copies 2 and 3. These T4" slips are 
used by the eirployees to file their own income tax returns. 

Copy 1 is sent along with the T4-T4A Sxmmiary to the 
nearest office of the Department of National Revenue, 
Taxation Branch. 

Copy 4 is kept for your own records. Do not destroy 
or throw away these copies. They should be filed away so 
you can check them if required. 

The information is put on the T4 -Supplementary as 
follows : 



- Province the employee is employed in 

- Employee's social insurance nuraLsr 

- En^loyee's total (gross) earnings 

- Total CP. P. deducted from the enployee 
" Total Unenployment Insurance deducted 

- Total income tax deducted frcrni employee 

- Enployee ' s U.I. insurable earnings 

- Enployee ' s U.I. premium rate in per cent 
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Indicator 



Hand out Exercise FAB32-1. Have the students complete the in- 
structiOiiSj then have them conqjlete T4 slips for Jenny Wade and 
Jake Smith. Give students copies o£ Canada Pension Plan and Un- 
employment Insurance Tables and Income Tax Deductions at Source. 

hfOTE: Income tax deductions may vary from province to province. 

Information that should be on T4 slips: 



Jenny Wade 
Jake Smith 



CP. p. 


U.I. 

Prem 


Income 
Tax 


Total 1 
Earnings 


27.00 


18.96 


99.60 


2, ion. 00 


47.58 


28.80 


382.20 


3,250.00 



OBJECrrVE 2: THE STUDENTS WILL OORRECTLY OOMPLETE A T4-T4A SUNWAFlY 
(RETURN OF REMUNERATION PAID) . 

Stimulus 

1. Hand out copies of T4-T4A Summary (Return of Remuneration Paid) to 
the students. 

Clarify Problem 

2 . Explain to the students that every employer must complete form 
T4-T4A after they have completed T4 slips for their employees. 
Briefly explain that the purpose of form T4-T4A is to show the 
total income tax, employee and employer CP. P. imd unemployment 
insurance deductions that have been remitted to the Receiver General 
during the year. 

Provide Information 

3. Read and discuss Section 2 of the Readings with the students. 



2, . The T4-T4A Summary (Return of Remuneration Paid) 

The T4-T4A Summary shows the total amounts you paid in 



ERLC 



1661 



r 



FAB32 



wages and the total amounts deducted for C.P.P,, U.I.C, and 
income tax from all your employees. The amounts that appear 
on the T4-T4A Summary (Return o£ Remuneration Paid) are just 
the totals of the amoimts you entered on the T4- Supplementary 
statements you made out for each employee. 

The T4-T4A Summary on the next page has been completed, 
using the following information about Martin J. Smith and 
John Stoneman (from T4 -Supplementary statements) 



74*74 A SOMMAIRE- 1972 

MtNISTtnt DU RtVtNU NATKMM. IM^7 

oiCLARATtON DC LA RtMuNERATION PAViE 

POUR L'MNie Sr JtHmNANT a 3t O^CfMIXf 19/3 

forward C«pl«« 1 and 2 ol tfili tumnwy. Copy 1 e( r«lot»d farm T4 Suppt«<n*nfary and Cgp(*i 1 and 3 of r*lot*d fanm T4A Swpp(»n:«nto: y H Hm Diitrlc* 
lOPY 1 ToKQllen Offic* ihawn b«tow. S«« Inchvdiofw In lh» implov«r'i and TnMtM'i Tax OultU. 

COPti I Envoyvr Im Cop'tt } •* 2 du pr4««nf Sommo'rm. la Topi* I d*t farmuht T4 SuppUntmntalr* conn«>M 9t Im* Copim* I mt 3 dM fwmulM MA Suppi^tn»ntolr* e*nn«KM 
aw bwr«aw d* diltrirt d'Impit indlqvi ti.dfaau*. Voir (•■ Iftif/vrtiom dons ht Culd* d'lmpAf da Ivmpfoycur at dw fidudofn. 



T4.T4A SUMMARY. 1972 

Off AITMINT Of NATIOMAl IIVINUI. TAXATION 

RETURN OF REMUNERATION PAID 

FO« THI TIAI ENDING DfCUMMI SI, 1973 



Employer name ond number muir 
rorreipond >o thof ihown on your 
Tax O«duction ~ Canada Peniion 
Plan — Unemployment Iniuronce 
RemitTonce Raiurn. 
L9 nam ef fe num^ra f'emp/oyeur 
doivsnt carrespondf ^' 6 ceux fo 
farmufe de V«nern«nfi--Oiducf»ooi 
d'impfir — Regime de pent ion* du 
Canado — Anurance-tMrnagg 



AMOUNTS MUST BE REPORTED IN CANADIAN fUNPS . /ND/QUER i£S MON7AN7S CN DeVISES CANAD/CNNCS 

T4 SUPPLEMENTARY TOTALS - 1972 ~ TOTAUX DBS T4 SUPPLEMBNTAIRB 



(C) lOIAl ttJIHtHOi ttroat DIOUCHONS C/.»NJ tOFAUa AVAM otOOCtlOM 



(F) IIClSTIPiD r^NSiON ruMD COf«IBlBuliONS CONrtlAunON^ f.KtVLi iHltlGHfll Dt PtHilOK 

(G) JNtOMf TAK WDOCIID »««5r DtDult iliOf . 



T4A SUPPLEMENTARY TOTALS - TOTAUX DBS T4A SUPPLE MBNTAIHB 



(C) ffNSlON o» 

SufftAMMUATlCM 

) 


(D) 

lUMP Sum rAYMlNtS 


COMAMJ. iOMS 
$ 


Of His INCOMI 
ALTIKfl trVfNUS 

S 


(G) INCOMf 
tAX M0UC1IO 

UlOH UA 













» VOU HAVf NOT RIMIIIID IHi tOTAl AAOLTNI Mt{R- 
A MINID At IHI RIGHT. THI tAlANCI SHOUlO Bl 
^ fOtWAtOlO WITH THIS HITUBN 



SI VOUS N-AV|; P«S ViaSr Cf MONTANf roUl fTASt/ A 
tmOltl, tl SOlPf DfWIlA ACCOMPACNfl lA Pt/SIN!( 

(WciAtAfirx 



TOTAl 



BALANCE 

SOU>E 
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Martin J. Smith 
John Stoneman 

Total 



Total Earnings CPP UIC Incoms Tax . 

$3,000.00 $43.30 $27.00 $328.20 

2,400.00 32.40 21.60 183.00 

$5,400.00 $75.60 $48.60 $511.70 



Note that you add your CP. P. and un/jji5)lcy3iient insurance 
contributions as an enployer to get the total contributions 
figure. 

If you had remitted all income tax and Canada Pension 
Plan and menployment insurance deductions up to December 31 
you would not owe any balance. But if you had not remitted 
any of the nionthly deductions j you would owe that amount and 
it would appear in the space called balance. 

Axter couplet ing the section of the T4-T4A Summary which 
calls for dollar information cojiplete the bottom part which 
calls for: . 

a. your social insurance number 

-b. unenployment insurance commission registration number 

c. information on non-residents 

d. vSiere further inform^it5on on the T4-T4A Return can be 
obtained, if necessary 

e. vour sijainature. 



Nufnb.f of l4 ond r4A i' ■>» <n thi» ff.»u 



HOfnhf d. f.wtCri 74 .( 14A {Ompril riont r»..« 64ttorotton tonqvm Todf*!!* dm r.mpJori Mi dv 



UnlncorpofOFtad Imptoy*^: iMt th. Soctol Intwronc* Nufnb«r 
ot fho pfu0****of cr firtndpal poftnmn 

•ocfak rfw pfapri4Htira oo ptinQipoua aiiecMi 



irrformo«>on may b. obroiiMtd roQQrdti^'lti* T 



fooooiw powvonr foumir d» p(wl amp».l rVAM^rwmsMi ow iw^r (a cM<>araf»o« N.T4A: 
Tokphoft* Ho 



rO»^ «ITU«NS Of OVM 600 T4 SLIfS S[l PAOE ■ Of GUIDC - otCLAHrTIONS VISANT HUS Dt 600 HVIUBn U: VOIH P 8 OU GUlDf 

CEKTIFICATtON 



» HilflY CI tTIfY ?hot itw informmt^ e^wvn in itw T4 T4A R.fvtn - »o»m T^.TiA l«wmpry ond MotMi 



ATTEST ATION 



Jt Ctaiint M.lii .r iSfWIS gw. rMMiflMi^nfi /ourrtj. dam jo dAcJarotio*. r^^r^A - /o.m«>. 
•« campf*^ lOiii fowl >•« rappo/r>. 



Posttiofl or Oflk. 
. rirr* ow pott* 



PIEASE DO NOT WRITE IN THIS SPACE - S.V.P. N£ R/£N WSCP/W /O ■ 

ACTION 

lAtT Tp CURR OlHfl SAL 



form «i<;?Korij«d u«td pr.Mnb.d by Itt. AMiMto^ of NcMionoi 



'.»«nw noriona/ 



indicator 



4. Have the students complete form T4-T4A for Exercise FAB32-1. In- 
formation that should be on the T4-T4A Summary: 

CP? Enployer $ 74.58 UIC Employer $66.86 Income Tax $481.80 
CPP Employee 74.58 UIC Enployee 47.76 3==^ 
Total CPP $149.16 Total UIC $95.52 
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OBJECTIVE 3: THE STUDENTS WILL CORRECTLY COMPLETE A WORKMEN'' S COMPEN- 
SATION BOARD EMPLOYER'S PAYROLL STATEMENT. 



Stimulus 

1. Ask: "I£ one o£ your employees is injiored on the job and receives 
Workmen's Compensation, yjho is actually paying the money your em- 
ployee receives?" Discuss. 



Clarify Problem 

2. Explain to the students that the Workmen's Compensation Board is a 
provincial government program 'which covers workmen in the case of 
accidents on the job. Employers are required to pay into this plan 
each year. The amounts of the payments they make depends on; 

a. The number of enployees they have 

b. The wages or salaries they pay their employees 

c. The number of accidents that occurred at their business, and 
in all businesses of the same type. 

An employer is assessed on the above three points in order to de- 
termine what he will pay on behalf of his employees. The Workmen's 
Compensation Board will calculate t^o actual amount the employer 
must pay each year* 



Provide Infomation 

3. Hand out copies of the Enployer's Payroll Statement from the Work- 
men's Compensation Board. 

4. Read and discuss Sections 3 and 4 of the Readings with the 
students • 



3. Employer's Payroll Statement (Workmen's CoiTq)ensation Board) 

An Ei!5>loyer's Payroll Statement form is sent to each em- 
ployer w(.io is registered with this board in January. It is 
the responsibility of each employei to conipletc the fom and 
retiam copies to tlie board not later than February 28 of the 
same year. The employer must indicate on the form the actual 
wages that he paid during the previous year ajid the approxi- 
inate wages he will pay during the current year. 
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Note : ITie top sheet on these forms is merely an instruc- 
tion sheet; it should be removed before completing the 
rest of the form. If you will look at the back of the 
instruction sheet, you will find all the information 
regarding the procedure to be followed in completing the 
form. The form used here for illustration is the form 
used in the Province of Saskatche?v^an. 



□ 
n 



THE WORKMEN'S COMPENSATION BOARD 

1840 LORNE STREET. REGINA. SASK. S4P 2L8 TELEPHONE 527- 1681 

INSTRUaiON SHEET 



PLEASE OUOYE THE Af)OVt FIRM 
NUMBER WHEN WRfTING TME BOARD 



AFTER READING INSTRUCTIQNS CAREFULLY, REiMOVE THIS SHEET 
BEFORE COMPLETING ATTACHED EMPLOYER'S PAYROLL STATEMENT. 



RATE 
NO. 



TYPE OF INDUSTRY 



1972 

WAGE ESTIMATE 



1972 

RATE 



1972 ACTUAL WAGES 
SEE ITEM S ON REVCRSG 



im 

.RATE 1 



, .... 



COMPLETE THIS 
COLUMN ON THE 
ATTACHED 
"EMPLOYER'S 

PAYROLL 
STATEMENT*; 

SEE ITEMS 1. 2 a 3 
ON REVERSE. 



COMPLCTC TWIS 
COLUMN ON THE 
ATTACHED 
"EMPLOYER S 

PAYROLL 
STATEMENT* 

SEE ITEMS 1 & 2 
ON REVERSE 



THESE rtGURES ARE 
ACCORDING TO OUR 
RECORDS AT THE TIl^C 
V OF f>RIWT>NC. 



The name of 



IF ESTIMATE IS NOT GIVEN 
THE BOARD WIU F|K THE 
AMOUNT ON THE ASSUMPTION 
THAT WAGES WIU 8E PAID. ^ 



: the employer, partners, directors, secretary- 
treasurers, etc., should be entered as indicated on the form. 



' LIST THE NAMES OF EMPLOYER. PARTNER^ DIRECTORS. SECRETARY-TREASURER OR EXECUTIVE OFFICERS OF A LIMITED^ 
COMPANY. tALSO. ONLY »F COVERAGE »S OESiRED. UST THE NAMES OF WIVES OR HUSBANDS OF EMPLOYER OR PARTNERS. i 
IF persona: coverage is desired. ENTER amou nt OF COVERAGE OPPOSITE THE NAME IN THE SPAC PROVIDED. (MIN. S3600. MAX. $6,400. 
PER ANNUM K READ ITEM 2 AND 4 ON REVERSE OF INSTRUCTION SHEET. IF NEW ACCOUNT NO COVERAGE UNLESS INDICATED. 



FULL NAME 


TITLE OR RELATIONSHIP 


If PERSONAL COVERAGE NOT 
DESmeD STATE BELOW. 


^ AMOUNT or PCPSONAL 

COVERACE FQ9 l973 













1$ PERSONAL COVEKAGE PREVIOUSLY REQUESTED. tP NOT OTHERWISE STATED ABOVE, WIU CONTINUE FROM YEAR TO YEAR UNLESS 



CANCEUED AND PROTECTION TERMINATED BY THE EMPLOYER S WRITTEN REQUEST OR BY THE BOARD rOR NON PAYMENT OF THE Tr^TA I 
ASSESSMENT MMKH DUE OR FOR ANY OTHER VALID REASON, tf imU 'lMAil ONE INDUSTRY REPORTED PERSONAL COVERAGE • ^ ■ Ml- |W 
WIU BE ASSeSBftV AT THE RATE FOR THE IMOUSTRY WITH THE LARGEST PAYROU UMLCSS OTHERWISE FiXEO BY THE BOARD. f 
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If an employer, partner director, etc., wants personal 
coverage, he must indicate in this section the exact amount 
of personal coverage wanted for the year. Each employer, part- 
ner, executive officer, etc.- may apply for varying amoionts of 
personal coverage. 

The next two sections on the fonn refer to contractors or 
sub- contractors who were employed in the preceding year or may 
be employed during the current year. These sections are pri- 
marily the concern of general contractors, road contractors, 
etc., who employee various sub -contractors. The first section 
should include the names, addresses, etq. of those sub- 
contractors who are not registered with the board. The labour 
portion of these contracts must be added to the payroll of the 
employer who engaged these sub-contractors because he is li- 
able for an assessment on the labour portion of the contracts. 
The next section should contain a list of the contractors or 
sub- contractors who report directly to the board. 

CONTRACTORi' OR SUB CONTRACTORS WHOSE PAYROLLS 0« EAHKiNGS ARE TO BE INCLUDED \H THIS REPORT Uf REQUIRCD ADD U$T> ^ 



FULL NAME 


ADDRESS 


. KIND OF WORK 


AMOUNT OF 
CONTRACT 

1972 


L -LAtOR ONLY 
LM-UktOII * HAT L 
LE -UlOt & COPT. 


1972 

















1973 

OR UIOR MRTtOl 



FULL NAME 



ADDRESS 



KIND OF WORK 



AMOUNT OF CONTRACT 

1972 



L - LABOR ONLY 

LM- LABOR ft MATERIAL 



The bottom of the Employer's Payroll Statement provides 
spaces for other information that is required, and for the 
owner manager's signature. 



< PAYROLLS KEPT AT: 

PMOWF 


I HEREBY CERTIFY THAT THE INFORMATION GIVEN IN THIS STATEMENT OF WAGES "N 
IS TRUE AND CORRECT. 

DATED AT 


PLANT OR BRANCH COVERED BV THIS STATEMENT 


Tms r»Av np ' ^ A o. la 

<;»GNATURE 


KIND OF INDUSTRY COVERED 1 MAKE DESCRIPTION DEFINITE. 
AS TO KIND OF MANUFACTURER. TRADE OR BUSINESS) 


AM* AUTHORt.tCO RK PRKSK NTATIVC SICNINQ T^l* rORM l« RCSPONCtlBLK TO OCTCRMInC 
NOTE; WHKTHCR Om KOJ AN KXCCUTIVK orrtCCJ*. KMF^OVKR OR PARTNKR OCtlRCS PCRSONAI. 
COVCRAQK. ANll tr 9o THK AMOU?4T WUt AHfiittt,^ 

POSITION 





L.F.P. \Z 


ONE PAY T LJ DATE FINAL RATE CODES 












INtT 


YR, 


MATC 
COOK 


ACTUAL 


PERSONAL 


RATE 


ADJ. 
TV|»i 


AMOUNT 


OTHER - 4SPeClFY> 


MESSAGE 




































V 
















J 
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When copies o£ the completed Employer's Payroll State- 
ment are submitted to the board, it calculates the assessment 
payable and prepares an Assessment Notice. The Assessment 
Notice includes any adjustment necessary on the previous 
year's actual wage expenditure and the assessment required on 
the current year's wage estimate. The Assessm;ent Notice shows 
the total amount payable and indicates the due date. 



4. Summary 

At the end o£ each year every employer is required to 
submit reports dealing with income tax, Canada Pension Plan 
and unemployment insurance deductions to the federal govern- 
ment, and Workmen *s Compensation to the provincial government. 

The federal reports include one copy of the T4- 
Supplonentary statements prepared for each employee plus the 
T4-T4A Summaiy statement, which shows the total amounts paid 
in wages and deducted for income tax, U.I.C. and CP. P. 
contributions. 

The provincial report to the Workmen's Compensation 
Board, called Employer's Payroll Statement, indicates the 
actual wages to be paid during the preA^ious year and the 
approximate wages paid during the current year. 



Indicator 

5. Have the students complete an Employer's Payroll Statement using 
the information contained in Exercise FAB32-1. 
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SUBJECT: 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB32 YEAR-END REPORTING 



EXERCISE FAB32 - 1 
JONATHAN SMITH 



■j. 

Jonathan Smith owns and operates Midway Gas and Cafe. Ihis cafe 
and service station is located on the hi^way just outside the coirmmn- 
ity of Triple Hill Creek. 

Jonathan's wife used to work at Midway Gas and Cafe, but after she 
had her baby she couldn't help in the business an)Onore, Jenny Wade was 
hired two years ago to work at the cafe in the place of Jonathan's wife. 
Because she is a good cook, people like to stop at Midway Gas and Cafe 
to eat. 

Last year Jonathan hired his nephew, Jake Smith-, to help him in 
the service station. Jake had worked in garages before. 

Hie following, is the payroll information Jonathan had as of 
Decenber 31. 



!• Jenny Wade (information from Form TDl) : 

^a. Age: 21 

b. Address: Triple Hill Creek, Saskatchewan 

c. Single 

d. Personal Exenption: $1,500.00 ' 

e. Social Insurance Nurrber: 689 - 991 - 991 

f. Wages: $175.00 per month. 



f(^(^d 1669 



FAB32 



2. Jake Snith (information from Form TDl): 

b] Address: Triple Hill Creek, Saskatchewan. 

c. Single 

d. Personal Exemption: $1,500.00 

e. Social Insurance Number: 670 - 990 - 609 

f. Wages: $125.00 every two weeks 

INSTRUCTIONS 

■ t 

1, Complete pay sheets for Jenny Wade and Jake Smith, using the 
necessary deduction tables. 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB33 PERSONAL INCOME TAX (OPTIONAL) 



INSTRUCTOR'S GUIDE 



OVERVIEW 

This lesson may be considered optional. The circumstances in 
the group will determine \vhether or not the lesson should be given. 
Indian people earning income on reserves are exempt from income tax; 
however, if the income is earned elsevAiere, income tax is payable. 

In this lesson the students are introduced to personal income 
tax, the nature of tax - return forms and the uses to which tax proceeds 
are put. It is not this intention of this lesson to prepare the 
students for filing their own income tax returns. 

It will be necessairy to obtain and to study the necessary 
brochures and forms from the nearest branch of the Department of 
National Revenue, Taxation Branch, well before presenting this, lesson. 

It should be noted that the Canada Pension Plan contributions and 
the Unenployment Insurance premiums are both administered by the 
Department of National Revenue, Taxation Branch, and must be accounted 
for in conpleting the income tax form. 



OBJECTIVE 

The students will discuss the nature of personal income tax and 
the forms used in conpleting the individual income tax return. 



ERLC 



1671 



.EAB33 



REFERENCE MATERIAL E^R/^INSTRIJPrOR 

l"^ 'How the Tax Dqi)!!:^ is Spent' \ Available from Infonnation 
Canada, Ottawja or any InfoTmation Canada bookstore. 

2. "Thirty- two Million Dollars a Day'*. Available from the Depart- 

ment of National Revenue, Taxation Branch, Ottawa. 

3. Kit of forms, brochures, etc. for the individual income tax 

return. Available from the District Taxation Office. 



RESOURCES REQUIRED 

1. Individual Income Tax return for each student. 

2. Exercise FAB33-1, "Personal Income Tax". 

METHODOLOGY 

1. Hand out the Readings and read the Purpose and Introduction. 



PURPOSE 



In this lesson you will discuss viiat personal iricome tax 
is and how it is paid. 



INTRODUCTION 

The majority of v/orking people are required to pay personal 
income tax. This lesson discusses how personal income tax is 
collected and what fomis you must remit to the government in 
connection ivith the payment of your income tax. - The Readings 
do not contain any of the forms you will be required to send 
in for income tax purposes; the instructor will hand out forms 
to you and give various examples of how to complete them. 
File these handouts in your Readings for future reference. 



OBJECTIVE: THE STUDENTS WILL DISCUSS THE NATURE OF PERSONAL TAX AND 
THE FORMS USED IN COMPLETING THE INDIVIDUAL INCOME TAX 
RETURN. 
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Stimulus - • 

2. Ask: "Who pays personal income tax?" 



Clarify Problem 

3. Ask: 'TOiat uses are made o£ the income- taxes collected?" List 
on the flip chart all uses they can think d£. 

After students have completed listing, conpare with the list 
, below: 

a. Health and Welfare 

(1) Public Health 

(2) Medical Care 

(3) . Hospital Care 

b. Income Maintenance 

(1) Family and Youth Allowahce 

(2) Family Assistance 

(3) Government contribution to IMenployment Insurance Fund 

(4) Social Assistance 

(5) Veteran Benefits 

(6) Indians and Eskimos 

(7) Housing aid Urban Renewal. 

c. Economic De^/elopment and Support 

(1) Agria dture 

(2) Fisheries 

(3) Minerals 

(4) Water Resources 
(5^ Energy 

(6) Secondary Industry 

(7) Training . ■ 

(8) Immigration 

(9) Labour Force 

(10) Tourism 

(11) Foreign Trade 

(12) Social Science Research 

(13) Physical Science Research 

(14) Regional Development 

d. Public Debt 

e. Defence 
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£. Fiscal Transfer Payments 

(1) Transfers of Revenue to ProvgLnces 

g. Transportation and Communication 

(1) ' Air Transport 

(2) Water Transport 

(3) Rail Transport . 

(4) Road Transport 

(5) Post Office 

(6) Telecommunication 

h. Internal Overhead Expenses 

i. General Government Services 
j. Education Assistance 

k. Foreign Affairs 

1. Cultural and Recreation 

(1) Cultural Institutions 

(2) National Parks 

m. Films, Radio and Television 

(1) Canadian Broadcasting Cbrporation 

(2) Canadian Radio and Television Commission 

(3) National Film Board 

Refer to the booklet, "How Your Tax Dollar is Spent" for further 
details and the amounts spent in each category. 



Provide Information 

4. Read and discuss Sections 1. 2 and 3 of the Readings. 



CONTENT 

1. Who Pays Income Tax? 

a. A resident of Canada is liable for payme t of income 
tax on his taxable earnings from all souues both 
inside and outside Canada. 
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b. A non-resident \jho wrks or carries on business in 
Canada durijng a year is also liable for tax on his 
taxable income earned in Canada. 

(That includes just about everybody in an earning capacity.) 

NOTE: An exception to the above is a Treaty or Status 
Indian earning money on Crom lands. He is not 
required to pay income tax, Canada Pension Pl9:i 
contributions or unemployment insurance. 

2. What. is Included? Excluded? 

In adding up his income for a taxation year, an indivi- 
dual must include salary^ wages, dividends, fees, annuities, 
pension benefits, alimony receipts, maintenance payments, 
unemployment insurance benefits, and other miscellaneous 
income. 

Deductions include travelling expenses if eii5)loyees 
have to travel to perform their work (railway workers, 
for instance) > union dues, alimony payments and contribu- 
tions within limits to registered pension plans. Students 
at secondary schools, colleges and universities, and other 
certified educational institutions in Canada may deduct 
tuition fees if those fees are more thaii $25.00 a year. 
Students in full-tinie attendance at foreign universities 
may also deduct tuition fees. 

The following items do not have to be included in. 
reporting income: war service disability pensions paid by 
Canada or by a wartime ally, social assistance benefits on 
a means test basis, conpensation for injury or death under 
Wor'<men's Condensation legislation of the provinces, and 
Family and Youth allowances. 

After listing his income, an individual calculates his 
taxable income by deducting the following exeirptions and 
deductions: 

For single status $1,500.00 

Fbr married status up to $2,850 (depending 

on income of spouse) 

For each dependent child if 

under 16 $ 300.00 
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For each dependent child if 
over 16 and under 21, 

attending school or infirm. ... $ 550.00 

Where taxpayer is 70 years 

of age or more $ 650.00 

Charitable donations up to 20 per cent of 

income 

Medical ecpenses in excess of 3 per cent 

of net income 

(Medical expenses for which a person is entitled to 
reimbursement from a public or private medical insurance 
plan are not deductable.) 

In place of claming deductions for charitable dona- 
tions and medical expenses for which receipts must be 
submitted, an individual may claim a standard deduction of 
$100.00 without receipts. 

' The amount of tax an individual pays is determined by 
a pix)gressive schedule of rates which is applied to 
taxable income, beginning at 17 per cent on the first 
$500.00 of taxable income and increasing to 47 per cent on 
taxable income in excess of $60,000.00. 



Canadian Personal Income Tax in 1972 



Taxable Income Tax 



$ 500 or less 






17% 








.500 


$ 85 


+ 


18% 


on 


next 


$. 500 


1,000 


175 


+ 


19% 


on 


next 


1,000 


2,000 


365 


+ 


20% 


on 


next 


1,000 


3,000 


565 


+ 


21% 


on 


next 


2,000 


5,000 


985 


+ 


23% 


on 


next 


2,000 


7,000 


1,445 


+ 


25% 


on 


next 


2,000 


9,000 


1,945 


+ 


27% 


on 


next 


2,000 


11,000 
14,000 


2,485 


+ 


31% 


on 


next 


3,000 


3,415 


+ 


35% 


on 


next 


. 10,000 


24,000 


6,915 


+ 


39% 


on 


next 


13,000 


39,000 
60,000 


12,765 


4- 


43% 


on 


next 


21,000 


21 , 7P/5 


+ 


47% 


on 


remainder 
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A provincial tax is payable In addition to this 
federal tax. Check the brochure for the rate applicable 
in your province. 



3. Tax Forms 

Prior to 1972 there were two types of income tax forrns 
for individuals, called the Tl Short and Tl General. In 
1972, the Individual Income Tax return was introduced. 
This is the fom which must be completed before April 30th 
of each year by taxpayers ^/Ayo make more than the exemp- 
tions they are allowed or who are asked to do so by the 
Department of National Revenue. It is not necessary to 
wait until April 30th to file. If a refund is coming, the 
sooner the return is filed, the sooner the reftrid cheque. 
Early filing contributes to departmental efficiency and 
economy, and jgenerally is in everyone's best interest. 
There are penalties for late filing. 

Taxpayers vAio have filed the previous year will 
receive perFonali zed copies by mail early in the new 
calendar year. Labels for the personalized forms are 
printed by the conputer and provide such information as 
the taxpayer's name and address, his tax account number 
and his social insurance number (SIN) . Personalized forms 
are provided as a convenience to the taxpayer • They can be 
processed faster and more economically. 

if a taxpayer has moved during the previous year, he 
may not receive his personalized forms at his new address. 
He, along with a person filing for the first time, may 
obtain blank copies at any Post Office or District 
Taxation Office. When filing after moving to another 
address, the taxpayer should note his new address on the 
return . 



5. Hand out the Individual Income Tax Return forms. Examine forms 
in detail with the: students. Note that there are two parts to 
the forais; one is the income tax form itself and the other is a 
group of nine different schedules. Also note that there are two 
copies of each form. It may be less confusing if they are 
detached from each other. Have students first look at Claim for 
Personal Exen5)tions, Page 3, then go to page two for Summary of 
Income and Deductions and then to page one. Use the booklets 
and simple exanples to help students understand the forms, and 
to learn such aspects as personal exenptions, medical expenses, 
charitable donations, etc. Also, show the students how to use 
the Tables for calculation of the tax payable. 
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6. Read and discuss Sections 4, 5 and 6 o£ the Readings. 



4. Tax Appeals 

When differences arise, the Canadian tax system 
provides easy and inexpensive means of appeal. 

a. If a taxpayer's return is changed on assessment, he 
is provided with an explanation at the time he 
receives his notice of assessment. If he wishes to 
inquire about the assessment he should contact his 
District Taxation Office. 

b. If differences are not settled this way, taxpayers 
ha^^ 90 days from the date of the assessment to file 
a Notice of Objection. Then an appeals officer in 
one of the 28 District Offices tries to reach a 
settlement with the taxpayer. 

c- Objections that persist may then be taken to one of 
the four Regional Tax ^peal Offices (Montreal, . 
Toronto , Vancouver and Ottawa) . . 

d. If the difficulty remains, the taxpayer may appeal to 
the Income Tax* T^peal Board. The Board holds sit- 
tings in convenient places throughout the country. 
There are no court costs, and the $15.00 filing fee is 
returned if the ^peal is successful. 

e. If the taxpayer does not agree with the decision of 
the Tax J^peal Board, he has within 120 days from the 
time of that decision to appeal to the Exchequer Court 
of Canada.* 

*The Federal Court Act and the Tax Review Board Act have 
transformed the Exchequer Court of Canada and the Tax 
J^peal Board to the Federal Court of Canada and the Tax 
Review Board, respectively, but neither Act had been 
proclaimed at the time of writing. 

f . Finally, the taxpayer under certain circumstances may 
go to the highest court of the land--the„Si^reme 
Court of Canada- -i£ he wishes to appeal an Exchequer 
Co.urt decision. 

Records show that only about one-tenth of one per cent 
of Canadian taxpayers go as far as the Sivpreme Court of 
Canada. The Department's procedure of achninistrative review 
eliminate much of the need for formal appeals and litigation. 
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5. Tax Delinquency 

The records shov that the vast majority of Canadian 
Taxpayers report their incomes accurately and pay their 
taxes proiiptly. 

But there are some delinquents Who try to avoid payment 
of tax. The Department has adequately^ trained staff to see 
that they pay penalties included. And there are enforce- 
ment programs to search out those ^fAlo do not file a return, 
although they receive taxable income. 



6. Tax Evasion 

A few taxpayers engage in such practices as forgeiy, 
perjury, alteration of documents, falsification or 
distortion of records and other devices • 

To ensure a fair and firm enforcement of the laws, the 
Department maintains a special investigation staff to deal 
with evaders. 

In the fiscal year ended March 31, 1970, this staff 
completed 308 cases and recovered some $22,000,000.00 in 
tax, interest, penalties and fines. ^Pwo mandatory jail 
sentences were inposed. 

There is no objection when a taxpayer, in seeking a 
beneficial tax result, has merely selected a certain 
course of action that is either provided for or not 
specifically prohibited in the law, and has ijmplemented 
that decision in a real way. However, in such cases the 
Department is alert to ensure that the boundaries of 
legitimate tax planning are not exceeded. 

The cases that are referred to the Department's Tax 
Avoidance Division are restricted to those where the tax- 
payer may have circumvented the law, without giving rise 
to a criminal offence, by the use of a scheme, arrangement 
or device, often of a complex nature, the main or sole 
purpose of which is co avoid, defer or reduce tax payable 
under the law. The job of tiiis division is to apply the 
law to the facts as they are revealed as a result of 
investigation, and to scrutinize closely any scheme whose 
sole or main purpose appears to be tax avoidance. 

The success of our self -assessment system depends to . 
a great extent upon the confidence taxpayers have that the 
tax laws are being uniformly administered. 



ERIC 



1679 



r 



FAB33 



I£ the taxpaying public feel that some people are getting 
away with '^smart schemes" to whittle down their tax bills, 
there would be no end of trouble in trying to operate a 
voluntary compliance system of tax collecting. After all, 
if someone does not pay his fair share of taxes, others 
have to pay more. Public confidence in the administration 
of the tax system would be shaken if such practices became 
the rule, rather than the exception. The Tax Avoidance 
Division is uncovering many of these schemes and there is 
already evidence that this activity is having a deterrent 
effect. 



7, Introduce Exercise FAB33-1, Work through this exercise with the 
students . 

8, Read Section 7 of the Readings. 



. 7, Summary 

People who receive a salary or wage (above a certain 
amoimt - refer to the booklet, "Income Tax Deduction at 
Source") have income tax deducted by their employer from 
each pay cheque (see Lesson FAB26, "Payroll Deductions"), 

At the end of every year .each person who earned income 
is required to conplete a Personal Income Tax Return to 
show how .much income tax he or she has paid, how much 
income tax they should be reimbursed because of overpayment, 
or how much additional income tax they owe on the the money 
. earned. Because of changes in the Income Tax Act, it is 
advisable to contact your nearest Department of National 
Revenue, Taxation office in order to obtain up-to-date 
material, and to clear up any points of confusion. 



9. Discussion during lesson. 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB33 PERSONAL INCOME TAX 



EXERCISE FAB33 - 1 



Mr, Jack Morris is a mechanic. He is a bachelor, and lives at 
South End. Jack was bom on August 4, 1940. Last year he worked 
for two enployers, and received T4 Slips as follows: 

Fast Car Service, South End 
Social Insurance Number: 888 888 888 
Total EamixLgs: , $2,075.00 

Canada Pension Plan Deductions: 43.00 
Income Tax Deducted: 433.32 

IMi Garage, South End (Present Eirployer) 
Social Insurance Number: 888 888 888 
Total Earnings: $7,100.00 
Canada Pension Plan Deductions: 84.60 
Income Tax Deducted: 1,516.88 

Jack received bank interest an»unting to $38.35. He donated $20,00 
to the IMited ^peal, and paid union dues of $60.00. 

Jack's father died three years ago. Jack gives his mother y 
Mrs. Jane Morris of South End, an allowance of $75.00 a month. Jack is 
the only person contributing to his mother's support. Jane Morris was 
bom on September 21, 1908 and has an income of $1,000.00 a year. 



INSTRUCTIONS 

1. Conplete Jack's tax return. 



1681 



SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB34 BUSINESS INCCME TAX (OPTIONAL) 



INSTRUCTOR'S GUIDE 



OVERVIEW 



This lesson may be considered optional. If it is conducted, it 
should be done with the intention o£ acquainting the students with 
the filing of business income tax rather than vath the idea of making 
them proficient in the preparation of income tax returns. The whole 
field of filfmg business returns is complex; however, the students 
should know enough to understand vtfiat the tax specia.ist is doing and 
what he requires. 

Starting in 1972, the same foms are used for personal or indivi- 
dual income tax and for business returns (except for coiporations 
which use a T2 form) . The business must file a number of additional 
schedules to report business income, expenses, and capital cost 
allowance. 

The lesson provides for an explanation of the forms and the 
working of an exaniple. You will have to provide the students with 
considerable additional information v^iich you can obtain from the 
booklets available from the Department of National Revenue. 



OBJECTIVE 

The students will discuss the requirements for the filing of 
business income tax returns. 
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REFERENCE MATERIAL FOR INSTRUCIDRS 

1. Kit of forms, brochures, etc, from the District Taxation Office, 
Department of National Revenue, 



RESOURCES REQUIRED 

1. Individioal Income Tax returns and Schedules for each student. 

2. Exercise FAB34-1, "Business Income Tax". 



METHODOLOGY 

1. Hand out the Readings and read the Purpose and Introduction. 



PURPOSE 

In this lesson you will learn how to conplete an income 
tax return for a business. 



INTRODUCTION 

In the last lesson you leamed how to conplete the indivi 
dual income tax return for a taxpayer who receives a salary or 
wages. In this lesson, the same forms are used for reporting 
the income of a business which is owned by a sole proprietor 
or by a partnership. A business vdiich is a limited conpany 
uses a different form, called a T2, 



OBJECTIVE: THE STUDENTS WILL DISCUSS THE REQUIREMENTS FOR IHE FILING 
OF BUSINESS INCOME TAX RETURNS. 



Stimulus 

2. Ask: "What additional information is required to conplete a 
business tax return as conpared to an individual tax return?" 
- Based on their Icnowledge of accomting, the students should be 
able to identify business net income by means of a statement 
of income and e:q>enses and a sche&ile of depreciation. 
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Clari:^ Problem 

3, Have students discuss how they "would go about obtaining the 

information necessary for filing a return* The students should 
readily see that their set of books will contain the information 
required. Ask: 'TVhat is allowed as an expense? Are drawings 
by the owner an expenre for the business?" 



Provide Information 

4. Read Sections 1 to 4. Discuss with the students and review the 
schedules. The inportaht thing for the students to realize is 
that they must determine the net income figure for the business. 



CONTENT 

1. Preparing for Filing Business Income Tax 

Before you can complete the income tax for a business, 
you must close off the books of the business. You must 
know the income and expenses for the business for the year 
and arrive at a net income figure for the business. 

It is important to note that all the income of a 
business is considered as the owner's if the business is a 
sole proprietorship. If it is a partnership, the income 
and expenses for the wiiole business are reported and each 
• partner records on his return the percentage v^iich belongs 
to him. 



2. Preparing a Statement of Income and Expenses 

The schedules i^iiich accompany the income tax return 
contain. a statement of income and expenses (Schedule 8) 
vdiich the businessman may use to report his income and 
expenses. If the business has prepared a Prof'^t and Loss 
Statement, this should be attached to the return rather 
than Schedule S. It is iuportant that the Profit and Loss 
Statement use the same depreciation (capital cost allow- 
ance) vftiich the Department of National Revenue allows. 



3. Capital Cost Allowance 

For income tax purposes, depreciation is called 
capital cost allowance. The regulations allow a maxKnum 
amount of depreciation for each item. 
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The taxpayer my take the maxiirrum ainount allowed or a 
lesser anjount, as ho wishes. It is suggested you read 
carefully the section on capital cost allowance in the 
booklets you have as references. Businesses use the 
reducing balance ipathod called Part XI. All assets of 
the same type are added together in classes and the 
capital cost allowance rate (depreciation rate) is 
calculated on the total amount of the class. See Schedule 
7 for the form to be filled out. 

4. Completing the Form 

Poll owing the completion of a Profit and Loss State- 
ment (or Schedule 8), Schedule 7 (Capital Cost Allowance) 
and Schedule 9 (Statemant of Capital Disposition), the 
bottom of Schedule 8 ^Adjustment to Income) should be 
completed. This section is intended to adjust the Profit 
and Loss Statement for income tax puiposes. 

The gross income and net income figures can then be 
recorded in the proper place on page 4 of the individual 
income tax return form. 

' The businessman nmst then calculate his Canada Pension 
Plan contributions on his own earnings. He should consult 
the Canada Pension Plan guide for instructions ir calcula- 
. ting the Canada Pension Plan premiums. 

The businessman will remember that he must report on 
a T4 and a T4'"T4A Summary the deductions of any eirployees 
he has had. This is a separate calculation from the., one 
just mentioned for the businessman's self-en5)loyed earnings. 

After the net income of the business and the employer's 
Canada Pension Plan calculations have been made, the 
balance of the return is completed in much the same way as 
was discussed in the previous lesson. 



5. Following the explanation of the method of obtaining the net 

income for tax purposes, have the students review the method of 
CQn5)leting the balanco of the form. Go through the form step by 
step so that the students understand the procedure.. 



6. Hand out Exercise FAB34-1 and a copy of an income tax return and 
schedules. Have the students conplete the return for Johnny Pin 
operating Three Hills Outfitting. Discuss • 
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?• Read Sections 5 and 6 o£ the Readings. Discuss. 



5, Using a Tax Consultant . 

It is important that you know what is involved in 
coirpleting the income tn^ return for your business. Many 
businesses hire the services o£ a tax expert to corriplete 
the income tax returns. This could result in a money 
saving in the long run since the filing of income tax is 
a complex matter. All this lesson can do is acquaint you 
with the forms. If you wish to complete your own income 
tax returns for the business you will want to, read all 
the related brochures put out by the Department of National 
Revenue, A whole course would be necessary to provide all 
the necessary information on completing income tax returns, 

6; Summary 

You were introduced to business income tax filing so 
that you would be familiar with the procedure involved. 
In most cases, unless you are ready to do a lot of study 
of new regulations, your best alternative will be to obtain 
the services of a specialist. 



Indicator 

8, Provide the students with another exercise using a financial 

statement of a previous case and have the students use their own 
individual deductions and exeiiptions. 
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SUBJECT VmNCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB34 



BUSINESS INCOME TAX 



EXERCISE FAB 34-1 



Johnny Pin, the owner and operator of Three Hills Outfitters, 
is getting ready to pay his incoine tax for the year* He has closed 
off his books and prepared his financial statements. 

Johnny is married and has three children; Jack, 2 years old; 
Mary, 5 years old; and Samuel, 16 years old, 

Johnny's wife, Susanne, works as a cook and housekeeper in the 
business. She receives no salary, Johnny employs guides and casual 
help when necessary; he pays wages to these workers. 

The financial statements for Three Hills Outfitters are attached. 



INSTRUCTIONS 

Conplete Johnny Pin^s tax return. 
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Three Hills Outfitters ' 
Profit and Loss Statement 
for Period Ending December 31 , 1970 • 

Income 

Tourists $25,000.00 
Cabins 5,000.00,. 
Boats 1,200.00 
Motors 600.00 
Confectionary 3,500.00 
Fishing Equipnient 6,000.00 

Total Income $41,300^00 

Cost of Goods Sold 

Inventory beginning 

Confectionary $ 400 . 00 

Fishing Equipment 200.00 600.00 

Purchases 

Confectionary 2 , 500 . 00 

Fishing Equipment 4,000.00 6,500.00 

Cost of Goods Available for Sale $ 7,100.00 

Less: Inventory, ending 

Confectionary 300 . 00 

Fishing Equipment 500.00 800.00 

Cost of Goods Sold 6,300.00 

Gross Profit $35,000.00 

Expenses* $28,700.35 

NET PROFIT $ 6,299.67 
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* LIST OF EXPENSES 



Wages 

Employer CP. P. § U.I.C. 
Supplies 

Repairs and maintenance 
Licences 
Heat, Power 
Depreciation 



$10,700.00 
340.20 
10,311.60 
1,391.35 
105.00 
2,3?i.00 
3,521.18 
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1HREE HILLS OirrFIlTING 

Balance Sheet 
As of December 31, 1970 

ASSETS 

Current Assets 

Cash on Hand $ 235.23 

Cash in Bank 3,910.00 

Accounts Receivable 9 
Inventory, beginning 

Confectionary $ 300.00 

Fishing Equipment 500.00 800.00 

Total Current Assets $ 4,945.23 
Fixed Assets 

Land 3,000.00 
Buildings $14,000.00 
Less: Accumulated Deprecia- 
tion 2,760.00 11,240.00 

Boats $ 3,250.00 

Less: Accumulated Deprecia- 
tion 601.18 2,648.82 

Equipment $ 2,100.00 

Less: Accumulated Deprecia- 
tion 210.00 1,890.00 

Total Fixed Assets $23,724.05 

Total Assets $28,669.28 
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FINANCE, ACCOUNTING, liOOKKEEPING 



LESSON FAB35 FINANCIAL MANAGEMENT 



INSTRUCTOR'S GUIDE 



OVERVmV 

The authors o£ How to Run a Business , state: ''A large proportion o£ 
bankruptcies are caused by insufficient capital. This may mean that the 
proprietor's judgement in guaging his business requir^ents was faulty. 
It may mean that the business was overexpanded. leaving either accepted 
too much credit or extended too much credit/' ^ 

Financial managanent concerns itself with the problem of ensuring 
sufficient available capital in order that the business may meet its debts 
now and in the future. , Solving this problem brings the manager of the 
small business face to face with the task of determining first what 
financial sources are available from within the business (now or in the 
near future) and second, what outside sources are available (now or in the 
near future), and how he can best avail himself of these sources in order 
to ensure a profitable retura from the business. 

In order to determine what sources are available from within the 
business, the manager must first analyze and interpret the records of the 
business. The financial structure of the business must be clearly defined, 
and the immediate needs for capital and the possible sources of capital 
known. Only after identifying the financial stiticture of business as it 
is at the present time, can the manager effectively plan for the future. 

Assuming that the manager can clearly identify present needs and 
present sources, he can then match current receipts with current outlays to 
see what deficiencies of capital are present. Once he has done this, he can 
approach various institutions and agencies for the required amounts oC capital 

Department of Industry and Department of Manpower and Iminigration. 
How to Run a Business , revised ed., 1968, p. 184. 
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The financial management o£ a business does not stop with the meeting 
of current requirements. The manager of a business must plan the business 
activities over the long-run. A business must plaii for expansion, for 
acquiring new equipment when the present equipment wears out, for the re- 
payment of long-term debts, and for the many other factors that may require 
funds in the future. Too many managers, particularly those of small busi- 
nesses, become so involved with the day-to-day problems of their business 
tliat they tend to forget or even put off decisions about the future until 
the future is suddenly the present. A manager cannot afford to operate 
on a crisis-to-crisis basis, for sooner or later, he is going to face one 
crisis too many and disaster in the form of bankruptcy could be the result. 

In this lesson it is hoped that the student will see that, like all 
other aspects of business, the financial structure of the business must 
be planned. In the Management Process lesson MP7, ''The Planning Function", 
the student was introduced to the many planning activities manag^ent must 
be involved in. In the following FAB lessons, the student will learn 
how to use many of the tools required for financial planning. These tools 
range from the analysis and interpretation of financial statements and their 
derived ratios to the preparation of plans for the future in the form of 
Cash and Operating Budgets. 



OBJECTIVE 

The student will be able to state why there is a need for financial 
management and list some of the tools of financial management. 



REFERENCES FOR THE INSTRUCTOR 

1. Brightly, Donald S. and the Prentice-Hall Editorial staff, Complete 
Guide to Financial Managment for Small and Medium-Sized Companies ,^ 
Englewood Cliffs, N. J. : Prentice-Hall Inc., 1971. 

2. Canadian Institute of Chartered Accountants, Management Aids for the 
5Vrvaller Company , Toronto, Ontario: Canadian Institute of Chartered 
Account i'lts, 196 2 . , 

3. Snail Business Administration, Managing for Profits, Washington, D.C.: 
U. S. Government Printing Office, 1968 . 

4. anall Business Administration, Cash Planning in Sfetll Manufacturing 
Companies , Washington, T>.C.: U, S. Government Printing Office, I960, 
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1. Hand out the Readings and read the Purpose and Introduction. 
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PURPOSE 

In this lesson you will discuss the need for financial 
management and some of the tools of financial management. 



INTRODUCTION 

The following are but a few of the questions you, as a manager 
of a small business, must.be able to answer: 

1. Are you going to need additional funds in order to meet your 
current liabilities? 

2. Do you have too much money invested in fixed asse ts? 

3. Should you try to decrease the amount of inventory that you carry? 

4. Are your operating expenses reasonable when compared to similar 
businesses? 

5. What level of sales do you require to break even? 

6. From where did you obtain the funds for your business? 

7. Where are the funds of your business going? 

In the following FAB lessons you will discuss where to f Ji:d 
information and how to use this information to answer these questions. 
The skills you need to develop in order to obtain the reqiiired infoim- 
ation and to use it effectively are the skills of financial managaTient. 



OBJECTIVE: THE STUDENT WILL BE ABLE TO STATE WHY THERE IS A NEED FOR 
FINANCIAL MANAGENIENT AND LIST SOME OF THE" TOOLS OF • 
F INANC lAL MANAGEMENT • 



Stimulus 

2, Ask the students how they would go about answering the questions 
listed in the Introduction. If possible have the students clarify 
their answers with examples • 
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Clarify the Problem 

3. Ask the students if they feel there is a need for 'Tvanagement to 

know the answers to the types of questions asked in the Introduction. 
Discuss this with the students* Clarification of the need should 
not be given by the Instructor iraiediately; this clarification is 
contained in the first section of the Readings. It might prove 
beneficial to list on the flip chart the students^ answers to the 
question asked in this point. 



Provide Information 

4. Read section 1 of the Readings. Relate back to answers listed in 
point 3 above and discuss with the students. 



CONTEf^ 

1. Financial Management 

Most small business managers are not highly skilled in the 
area of financial management, but they must understand the tools 
of financial management if they are going to be able to measure 
the return on their investment. The return on investment express- 
ed^ as a per cent is the net profit divided by the net worth 
(difference between assets and liabilities) . This can be stated 
briefly as Net Profit x 100 . The manager not only has to know 
Net Worth 1 

the meaning of the items in his Balance Sheet and Profit and Loss 
Statement, but he must be able to interpret these records accur- 
ately. 

Most businesses fail because of inability to pay bills when 
they ccxne due. This may be caused by weaknesses in sales, lack 
of working capital, or various ot]ier reasons. Using the tools 
of financial management, either by himself or with the help of 
outside professional help, the manager may be able to detect 
probleans before they lead to bankruptcy. 



5. Read Sections 2, 3, and 4 of the Readings. The tools mentioned in 
the section will all b'j studied in later lessons. 
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2. The Tools of Financial Management 

SoTTie o£ the tools (aids) you will be learning to use in 
order to plan and control the finances of the business are: 



a. financial ratios 

b. cash flow projections 

c. cash forecasts 

d. sources and application of fixnds 

e. projected financial statements. 



The effective use of these tools depends upon your ability 
to analyze and interpret past financial data contained in your 
records, and at the same tjane, lay out clear-cut plans for future 
operations of the business, 

3, The Goal of Financial Management 

The main goal of financial management is to ensure that the 
business has funds available to meet the short-term and long-tem 
commitments and plans of the business. This means that you, the 
manager, must ensure that money is available, either from opera- 
tions or credit arrangements, so that the business can meet its 
day-to-day expenses as they become due. You will have to be sure 
that money is available for expansion of the business, purchase 
of new equipment, repayment of loans, purchases of additional 
inventory, and other long-tem needs. To ensure that funds are 
available to meet both short-term and long-tem needs, you will 
need to arrange financing from suppliers, banks, credit unions 
or government agencies; and you will also have to set up arrange- 
ments whereby funds can be invested until they are needed. 

The cry of, "If I only had a little more money " is one 

the manager faces everyday, and it is his respK)nsibility to plan 
and control so that the money is available when it is required. 

4. Summary 

In the following FAB lessons you will be learning how to use 
the tools of financial managanent. While it is true that good 
records are essential in business, it is equally important that 
you, the manager, know how to analyze and interpret these records 
in order to meet the future financial needs of your business. 
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Indicator 

6. Ask the students to write a short paragraph on what financial man- 
agement is and why they feel it is important or not important. 
Allow approxiJTiately 15 minutes for this. 

7. Ask for volunteers to read the paragraphs they have just written 
and follow this up with a discussion. 

8. Using the written paragraphs and the discussion, have the students 
prepare as a group a brief paragraph on what financial management 
is and a brief list of the tools a financial manager has available 
for use. Allow approximately 20 minutes for this. 
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LESSON FAB36 ANALYZING THE PROFIT AND LOSS STATEMENT 



INSTRUCTOR'S GUIDE 



OVERVIEW 

In this lesson, the students are introduced to the Comparative 
Stateinent, i^^iich is simply a Profit and Loss Statement covering two 
or more accounting periods. They are also shown how to use the 
information in the Profit and Loss Statement to determine how the 
business is doing financially. Ratios are used for this purpose, and 
comparisons are made from one year to another or between two similar 
businesses. 

The three .financial ratios introduced in this lesson are: gross 
profit ratio, expense ratio and net profit ratio. 

The gross profit ratio is important to any retail businessman. 
It expresses, as a percentage, the proportion of the revenue of a 
business which is left after paying for the goods purchased. If the 
gross profit ratio of a business is 40%, then 60 cents out of every 
dollar is used to pay for the goods sold, and 40 cents is available 
for other expense^ and profit. The lower the gross profit ratio, the 
higher the cost of goods sold per dollar of sale, and the lower the 
amount left for payment of other expenses and profit. 

With the gross profit ratio, the businessman can deter.nine the 
reasons for the good (or poor) performance of his business, c:nd can 
pin point possible diffiailties. For instance, a business may have a 
high gross profit ratio but have lower sales than one would expect. 
That is, the sales that aie made show a high gross margin, but perhaps 
due to high prices, not enough sales are made. * 

The expense ratio expresses the proportion of total expenses to 
sales. By comparing the expense ratio of his business to previous 
years or to similar businesses, the manager can determine vJiether or 
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not he is keeping expenses imder control • The mana^^er can also analyze 
specific expenses (such as labour costs, advertising, etc) as a per- 
centage o£ sales in order to detemine which particular expense items 
are too high. 

The ratio o£ net profit to sales gives the business jnanager a 
picture of the percentage of each dollar of revenue vdiich is left after 
the cost of goods sold and other expenses are paid. The net profit 
ratio expresses net profit as a percentage of sales. Should this ratio 
decrease while sales are increasing, or if this ratio is low v^ien 
compared to that of similar businesses, the manager will want to make 
a detailed analysis of the cause of the low ratio. 

During the lesson, the instructor may find it useful to supply the 
students with actual financial statements from business -firms. The 
students could analyze these and suggest possible courses of action. 



OBJECTIVE 

The student will be ahle to prepare a Comparative Profit and Loss 
Statement, and use it to anylyze the gross profit ratio, the expense 
ratio and the net profit ratio. 



RESOURCES REQUIRED 

1, Exercise FAB36-1 "Mic Mac Market". 



METHODOLOGY 

1, Hand out Readings," and read Purpose and Introduction with the student 



PURPOSE 

In this lesson you will learn what type of information about 
your business can be found in your Profit and Loss Statement. 



INTRODUCTION 

Records are used to keep track of the daily receipts and 
payouts of your business. At the end of each accounting period 
you use these records to make up financial statements. These 
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financial statements tell you what the business has done during 
the accounting period and what its financial position presently 
is. 

The overall objective of managing a business is to manage 
in such a way as to get a satisfactory return on the money 
invested in the business, while maintaining a soxmd financial 
position. 

In order to see if you are meeting this objective, you 
analyze your financial statements. One of the statements you 
should analyze is your Profit and Loss Stateraent. 



OBJECTIVE: THE STUDENT WILL BE .^BLE TO PREPARE A COMPARATIVE PROFIT AND 
LOSS STATEMENT, AND USE IT TO ANALYZE THE GROSS PROFIT RATIO, 
THE EXPENSE RATIO AND THE NET PROFIT RATIO. 



Stimulus 

2, Ask the students how they can use the information in the Profit 
and Loss Statement to analyze the operations of a business. 
Discuss. Have one of the students list the answsrs on the flip 
chart. 



Clarify Problem 

3. Read section 1 of the Readings with the students. Compare the 

points listed on the flip chart with the material in the Readings. 
Discuss. 



CONTENT^ 

1 . What Will the Profit and Loss Statement Tell You? 

The Profit and Loss Statement will tell you many things ' 
about your business. First, it will tell you if you made or 
lost money on the operations during the accounting period. 
But more importantly, it will give you directions as to where 
to look if your actual profit diffcis greatly from your 
planned profit . 

The Profit and Loss Statement tells you the story of 
what has been happening in your business during the past 
accounting period. By carefully analyzing this statement and 
comparing it to past Profit and Loss Statements, you may be 
able to see ways, of improving your business. 
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Provide Information 

4. Read section 2 o£ the Readings with the students. 



2. Getting Ready to Analyz:e the Pro f it and Loss Statements 

In order to see how your business has been doing over 
a number of accounting periods (months or years) , you first 
prepare a Comparative Profit and Loss Statement. This is 
simply a Profit and Loss Statement which shows the dollar 
figures for the accounting periods you are comparing. 

NOTE: For example purposes, a Comparative Profit and Loss 
Statement has been prepared. This statement is 
shown below. 



Jake Blackstone 
Comparative Profit and Loss Statement 
Three Years Ended December 31, 1970 





[ 1968 




1969 




1970 






$ 


% 


$ 


% 


$ 


% 


Income 

Cash Sales 
Credit Sales 

Total Income 


50,000.00 
4,400.00 
S4,400.00' 


100,0 


58,000.00 
5,600.00 
63,600.00 


100.0 


61,000.00 
6,900.00 
67,900.00 


100.0 


Cost o£ Goods Sold 
Inventory, beginning 
Purchases 
Freight 


20,900.00 
33,300.00 
2,300.00 




23,860.00 
37,440.00 
3,560.00 




26,700.00 
42,180.00 
3,980.00 




Cost o£ Goods Available 
for Sale 

Less: Inventory, ending 


56,500.00 
23,860.00 




64,860.00 
26,700.00 


60. ( 


72,860.00 
25,330.00 
47,530.00 


70.0 


Cost o£ Goods Sold 


3^,640.00 


60.0 


38,160.00 


Gross Profit 


21,760.00 


40.0 


25,440.00 


40.0 


20.370.00 


30.0 


Total Expenses 


12,360.00 


22.7 


16,260.00 


25. e 


12,190.00 


18.0 


NET PROFIT 


9^00.00 


17.3 


9,180.00 


14.^ 


8,180.00 


12.0 
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5< Point out the usage o£ percentages. Percentages are used to show 
relations o£ Income to Sales, Cost of Goods to Sales, Gros". Profit 
to Sales, Total Expenses to Sales, and Net Profit to Sales. The 
reason percentages are used is that dollar figures can give fm un- 
clear picture of trends over a period of time, but percentages will 
show the trends much clearer because they are related to the same- 
basic figure; that is, sales. 

Ask the students what ratios they think would be useful in - 
analyzing the business. List the answers on the flip chart. 

6. Read section 3 of the Readings with the students. Discuss the 
various ratios. 



3. Ratios and What They Can Tell You 



Important tools you can use in analyzing your Profit 
and Loss Statements are ratios. Three ratios you will find 
very helpful are: 

Gross Profit Ratio (Gross Margin) 
Expense Ratio 
Net Profit Ratio 

a. Gross Profit Ratio (Gross Margin) 

The gross profit ratio shows you what percentage of 
your income is available to cover the businesses expenses 
and profits after paying for the goods sold. This is 
usually referred to as the Gross Margin . 

GROSS MARGIN = GROSS PROFIT x 100 

SALES. 

From Jake Blackstone's Comparative Profit and Loss 
Statement: 



1968 



1969 



Gross Margin = $21,760.00 x 100 
$54,400.00 



$25,440.00 x 100 
$63,600.00 



Gross Margin = 



40.0% 



40.0% 



1970 



Gross Margin = $20,370.90 x 100 
$67,^00.00 



Gross Margin = 



30.0% 



ERIC 
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Looking at Jake Blackstone's gross margins for the 
three years you see that even though his income 
increased there was a big drop in the amount of each 
dollar of income he had available to cover expenses 
and profit. 

Some of the reasons for this decrease in gross mar- 
gin could have been: 

(1) Higher prices for merchandise from his supp''lers. 
He should check other suppliers to see if h ; can 
get a better cost price. 

(2) There could be an increase in spoilage and 
shrinkage. For exainple merchandise might be 
spoiling or being damaged because of poor ware- 
house and stockroom facilities. These spoiled 
and damaged goods might have to be sold at a 
lower than cost price or just thrown out. People 
shoplifting goods off the shelves might be another 
cause for a decrease in gross margin. Or goods 
might have been taken by employees or members of 
the family and not marked down. 

If your gross margin is below what you had planned or 
if it starts to decline over a number of periods, you 
had better start reviewing your policies in order to 
find the trouble areas • A review of your pricing 
practices might be called for in order to ensure 
selling prices that will give you the required gross 
margin. 

b. Expense Ratio 

The expense ratio shows you how much it costs you to 
make your sales. The ratio shows you what portion of 
each dollar of income you are spending in order to 
produce that dollar of income » 

EXPENSE RATIO = TOTAL EXPENSES x 100 

SALES 
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Jack Blackstone's Expense Ratio: 

1968 



Expense Ratio 
Expense Ratio 



$12,560.00 X 100 
$54,400.00 

22.7% 



1969 



$16,260.00 X 100 
$63,600.00 



25.6% 



1970 



Expense Ratio = $12,190.00 x 100 
$67,900.00 



Expense Ratio = 



18.0% 



Net Profit Ratio 

The net profit ratio shows you the percentage of 
income left after paying for the goods and the expenses 
of the business. This net profit ratio is the percent- 
age of income you can use to pay yourself, pay off loans, 
purchase more or newer equipment or more buildings, or 
renovate your present buildings. 

NET PROFIT RATIO = NET PROFIT x 100 



SALES 

Jack Bl3ckstone's net profit ratio: 









1968 


1969 


.Net 


Profit 


Ratio = 


$ 9,400.00 X 100 
$54,400.00 


$ 9,180.00 xlOO 
$63,600.00 


Net 


Profit 


Ratio = 


17.3% 
. ' 1970 


14.4% -. ' 


Net 


Profit 


Ratio = 


M, "180. 00 X 100 




Net 


Profit 


Ratio = 


12.0% 
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You should note that even though the dollar amount 
o£ income has gone up during the last three years: 

$54,400.00 in 1968 
$63,600.00 in 1969 
. $67,900.00 in 1970 

the net profit has decline J ucth in dollars and in 
percentage figures. This means chat Jake Blackstone 
has less money to pay himself and put back into the 
business even though his dollar, sales have gone 
up. 



7. Be sure that the students fully undcisLand these ratios. Review 
any parts that are not clear. 



8. Read section 4 of the Readings with the students. 



4. S ummary 

When you .analyze your Profit and Loss Statement don't be 
blinded by dollar signs. Compare various Profit and Loss 
Statements, to see what your business is actually doing. When 
comparing statements convert dollars to percentages. These 
ratio percentages will give you a clearer picture of what 
your business is actually doing over a period of time. 

One point to be awaiie of is that ratios for different 
types of businesses can vary greatly. When doing an analysis, 
be aware of the ratios that are common to your type of 
"business. 



Indicator 

9. Hand out Exercise EAB36-1. Have the students prepare a Comparative 
Profit and Loss Statement for Mic rhc Market for the period 1970 - 
1971. 




10. After preparing the Coii5)arative Profit and Loss Statement, have 
the students calculate the ratios discussed in this lesspn, and 
prepare a short written report vrtaerein they analyze the operation 
of the Mic Mac Market for the years 1970 and 1971. If the students 
wish, they may work in teams of two or three for this exercise. 

1706 



r 



FAB36 



Mic Mac Market 
Comparative Profit and Loss Statement 
TWO Y^ars Ended December 31, 1971 





1970 






1971 ■ 








$ 


■ % 




% ■ 


Income 














Cash Sales 
Credit Sales 
Other Receipts 


$ 48,062.05 
4,612.73 
16.26 




$ 


55,391.24 
4,167.33 
2,393.16 






Total Income 


52,691.04 


100.0 




61,951.73 


100 


.0 


Cost o£ Goods Sold 














Inventory, beginning 

Purchases 

Freight 


e 

33,593.15 
1,745.43 






2,103.92 
36,975.45 
4,316.92 






Cost o£ Goods Available 
for Sale 

Less: Inventoiy, ending 


35,338.58 
2,103.92 




■ 43,396.29 
3,376.19 






Cost of Goods Sold 


33,234.66 


63.1 


40,020.10 


64 


.6 


Gross Profit 


$ 19,456.38 


36.9 




21,931.63 


35 


.4 


Total Expenses. 


10,235.19 


19.4 


9,116.29 ■. 


14 


.7 


Net Profit 


$ 9,221.19 


17.5 


4 


12,815.34' 


■ 20 


.7 

, 1 
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SUBJECT FIN/VNCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB36 ANALYZING THE PROFIT AND LOSS STATHM: 



EXERCISE FAB36 - 1 



MIC MAC MARKET 



INSTRUCTIONS 

1. Using the following Profit and Loss Statements prepare a Con5)ar- 
ative Profit and Loss Statement for the Mic Mac Market. 

2. From the information on tlae Coirparative Profit and Loss Statement 
you prepared, calculate the ratios that were discTissed in this 
lesson, and prepare a short written analysis of the operations of 
the Mic Mac Market for the years 1970 and 1971. 
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Mic Mac Market 
Profit and Loss Statement 
for year ended December 31, 1970 



Revenue 

Cash Sales $48,062.05 

Credit Sales 4,612.73 

Other 16.26 

Total Revenue - $52,691.04 

Cost of Goods Sold 

Inventory, beginning $ 9 

Purchases 33,593.15 
Freight 1,745.43 
Cost of Goods Available 
for Sale 35,338.58. 
Less: Inventory, ending 2,103.92 
Cost of Goods Sold 33,234.66 

Gross Profit $19,456.38 

Total Expenses 10,235.1 9 

Net Profit $ 9,221.19 
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Mic Mac Market 
Profit and Loss Statement 
for year ended December 31, 1971 



Revenue 

Cash Sales 
Credit Sales 
Otlier Receipts 



Total Revenue 



$55,391.24 
4,167.33 
2,393.16 



$61,951.73 



Cost of Goods Sold 

Inventory, beginning $'2,103.92 

Purchases 36,975.43 

Freight 4,316.92 
Cost of Goods Available 

for Sale 43,396.29 

Less: Inventory, ending 3,376 .19 
Cost of Goods Sold 40,020.10 

Gross Profit .$21,931.63 

Total Expenses 9,116. 29 

Net Profit $12,815.34 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB37 



ANALYZING THE BALANCE SHEET 



INSTRUCTOR'S GUIDE 



OVERVIEW 



In the previous lesson, the students learned how to use the Profit 
and Loss Stateiient to determine whether a: business was performing as ex- 
pected, as it did in previous years or as other similar businesses are 
performing. 

In this lesson the students will be introduced to a further analysis 
of the business in terms of the Balance Sheet. It is possible to de- 
termine the financial position of the business by calculating ratios 
based on the Balance Sheet. 
% 

The students will be introduced to a Cojiparative Balance Sheet which 
has two or more accomting periods. This Comparative Balance Sieet pro- 
vides useful information ^out the changes in the business but does not 
always give the information needed regarding the financial position of 
the business. Hie jiianagpr must be able to tell vtfiether or not the pos- 
ition of the biasiriess as represented by the Balance Sheet' is sound. 
The Balance Sheet ratios provide a means of delving into some of the 
strengths and weaknesses of the business. 



OBJECTIVE 

The students will correctly prepare a Conparative Balance Sheet 
and use it to analyze a businesses financial position, througji the 



conparison of variolas ratios. 
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RESOURCES REQUIRED 

1. E^oercise FAB37-1, 'MLc Mac Market". 



METHODOLOCy 

1. Hand out Readings and read the Purpose and Introduction with the 
students. 

: 

PURPOS^E 

In this lesson you will learn how to calculate various Bal- 
ance Sheet ratios in order to analyze the financial position of a 
business. 



IMTRODUCTI ON 

The Balance Sheet shows the state of your business at. any 
given tine. It shows whether your inanagement decisions were good 
or bad. For this reason, it is very inportant that you understand 
how to calculate and use Balance Sheet ratios. 



OBJECTIVE: THE STUDENTS WILL CORRECTLY PREPARE A COMPARATIVE BALANCE 

SHEET AND USE IT TO .ANALYZE A BUSINESSES FINANCIAL POSITION, 
THROUCH THE CCMPARISCN OF VARIOUS RATIOS. 



Stimulus 

2. Ask: 'TVhat information can a Balance Sheet tell you about a busi- 
ness?" Discuss. 



Qarifi^ Problem 

3. Read Section 1 of the Readings with the students. 
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CONTENT 

1. The Purpose of Balance Sheet Aialysis 

The purpose of a Balance Sheet analysis is to assist you 
to make the nost effective use of your resources. 

The following axe a few of the questions you can answer 
by doing a Balance Sheet analysis : 

a. Do you have enou^ cash on hand and in bank? 

b. Are your current liabilities large vAien conpared to 
current assets? 

c. Do you have too many fixed assets? 

d. Do you have enough capital invested in the business? 

Individual Balance Sheet figures by themselves are little 
more than jvst nunbers^ but the relationship between various 
Balance Sheet figures show the results of your managerial 
decisions over a nunber of accounting periods. 

Not only does a Balance Sheet analysis show the resiiLts 
of your managerial decisims, but it is also very helpful to 
people or finrvs vAio are approached by you for funds or invest- 
ments. 



4. Points for discussion of the Reading: 

a. . The increase or decrease of Balance Sheet items from one 

period to the next is more informative if it is stated in 
terms of the percentage of increase or decrease, instead of 
the change in nunber of dollars. For example, suppose that 
total assets increased by $10,000 between 1970 and 1971. This 
is informative, but learning that the increase in total assets 
was 10 per cent has more meaning. 

For this reason a Coiij)arative Balance Sheet should show the 
asset, liability, and capital figures at the end of two or 
more successive accounting periods. It shoiiLd, in addition, 
show the percentage change in each of the items. An owner- 
manager is interested in the amount of the item on the latest 
sheet and the percentage change from the last previous sheet. 

b. A Conparative Balance Sheet also shows the percentage dis- 
tribution Of the total assets among the various individual 
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assets, and the percerxtage distribution o£ the total liabil- 
ities and net worth among the several items in those cate- 
gories. Tne percentage figures for two or inore dates enable 
a businessman to analyze his statement more readily for pur- 
poses of determining the nature of changes in financial status. 



Provide Information 

5. Read find discuss Sections 2, 3 and 4 of the Readings with the 

students. Be prepared to provide additional examples if necessary. 



2. The Comparative Balance Sheet 



Like the Conparative Profit and Loss Statement, the Com- 
par^ative Balance Sheet .displays tiie Balance Sheet figures for " 
a nurriber of accounting periods, 

Jake" Blackstone^s CoiBparative Balance Sheet fox th^ 
years 1968, 1969, 1970 is shown on the following page, 



3. Looking At the Items on the Balance Sheet 

The dollar amount of the items entered on a Balance 
Sheet differs from year to year. The first step in analyzing 
the Balance Sheet is to examine the more inq^ortant items on 
the Balance Sheet to find out vhich changes are normal and 
which changes might show financial weakness. 

a. Cash on Hand and Cash in the Bank or Credit IJhion 

Wide changes in cash balances from year to year jnight 
need an explanation if the causes cannot be easily seen. 
The cash position should be strong during periods of low 
sales volimie ox ar the end of a season. 



The size of the cash balance is dependent x^on: 

(1) your management decisions 

(2) \^flien you are going to pay your payables 

(3) the terms you purcliase merchandise mder - cash or 
credit 

(4) whether you purchase or rent eqaipiuent, buildings, 
land, etc. 

(5) your collection policy for accounts receivable 

(6) your personal withdrawal of cash from the btisiness 
for your own use • , 
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Receivables 

Accounts receivable shoxiLd ordinarily increase with an 
increase in volume, but the collection period should re- 
main about the same. Increases in the length o£ col- 
lection period, particularly for large receivables \Aiea 
volume is declining, may be a sign o£ slowness in col- 
lecting receivables, or may be due to the granting of 
longer terms of sale to your customers. 

An aging of receivables is very helpful in examining the 
receivables en the Balance Sheet. If an aging of re- 
ceivables is not available, a Receivables Turnover or 
Collection Period Analysis is very helpful. 

Receivables Turnover = Annual Income 

Accounts Receivable 

Collection Period = 560 

Receivables Turnover 

For exanple : (From Jake Blackstone's Financiil State- 
raents) 

1968 Total' Incone: $54,400.00 (from Profit and Loss) 

Ifeceivables Turnover = $54,400.00 = 14.7 

3,690.00 

Collection Period = 760 days = 24 days 

"1777 

1969 Total. Incone: $63,600.00 (From Profit and Loss) 
Receivables Turr-over 



Collection Period. 



1970 Total Income: $67,900.00 (From Profit and Loss) 

Receivablft^s Turnover = $67,900.00 = 8.1 

8,370.00 

Collectioa Period = 360 days = 44 days 

8.1 . 

This analysis of the collection period fo' accounts re- 
ceivable indicates that Jake Blacks tone snould review 
his credit rolicy. Ihe collection tim for his accounts 



$63,600.00 
4,190.00 

360 <iays 
15.2 



= 15.2 . 
= 23.6 days 
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rece.i/able in 1970 has/ alncst doubled from the previous 
two yeaxs. This could mean that, he is not receiving 
payjiant from many of his customers. I£ this upward 
trend in collection tj:ne continues, he is likely to have 
trQii)le meeting his own- bills, (expenses, accounts pay- 
able, and loan payments) because o£ lack of cash coming 
into the business. He will also soon have a large bad 
debts exj^nse. 

Liveutories 

TKefe is a need for large inventories \Aien sales volume 
rises , but the Turnover Rate should remain about the 
same. 

With a decline in sales volume , inventories should be 
decreased in order that you have vaore cash available to 
pay your current liabilities. If inventories are not 
decreased viien sales volume declines, it may mean that 
you are carrying too much Tie^rchandise or that the mer- 
chandise is obsolete. You should review your buying 
policy. 

The Turnover Rate of inventories is calculated as follows: 

(1) Determine the average inventory for the year 
Average Inventory = 

Beginning Inventory + Ending Inventory 



(2) Determine the Inventoiy Turnover Rate 
Inventory Turnover Rate » 

Cost of Goods Sold 
Average inventory 

(3) Determine the Inventory Turnover Rate ^n. days 
Inventory Turnover in Days = 

360 

inventory Turnover Kate 

E?caii5)le: (Using Jalce Blackstone's Financial Statements) 

1968 

(1). Aver.\ge Inventory = $2 0,900. 00 4- $23,860.00 

Z 

$44,760.00 
$22,380.00 
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(2) laventory Turnover Rate = $32,640.00 

$22,380.00 

- 1.5 

(3) Inventory Tumover = 360 days = 240 days 

ia days 1.5 

1569 

(1) Average Inventory = $23,860.00 +' $26,700.00 

1 — 

$50,560.00 
1 

$25,280.00 

(2) Inventory Tumover Rate = $38,160.00 

$25,280.00 

= 1.5 

(3) Inventory Tumover - = 360 days = 240 day s 

ia days 1.5 



1970 

(1) Average Inventory = $26,700.00 + $25,330.00 

2 

$52 , 050.00 
Z 

$26,015.00 

(2) Inventory Tumover Rate = $47,530.00 

$Z6 ,015.00 

= 1.8 

(3) Inventory Tumover - 360 days = 200 days 

in Days - 1.8 

Fixed Assets 

M increase in fixed assets shovild result in a larger 
sales volume and higjier net profits. Increases ia fii^d 
assets should not weaken your ability to meet current 
liabilities. Fixed asset increases should be financed 
by money you do not need for current payments, that is, 
by long term debt or by additional investment by owners. 
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e. Acc ouats Payable 

Srcouats payable usually increase as sales volume rises , 
because you buy more merchandise so you can ineet the 
increased demands of your customers . I£ you owe a great 
deal o£ ncney in the form o*^ loans you should keep your 
accounts payable small. business has only a limited 
amomt o£ cash available at any one tiine; therefore, the 
repayment of debts and the meeting of expenses must be 
carefully watched. 

If accounts payable remain large as volume declines, it 
may be an indication of slowness in paying accounts pay- 
able. This could cause problems with your siqDpliers. 



4. . Ratios 

a. Current Ratio 

Current Ratio = Current ^ssets ^ ■ 
Current Liabilities 

The inportance of this ratio becomes clear when you re- 
call the definition of current assets. Current assets 
are those assets which are, or will become, available 
iii the ordinary course of business to pay your current ' 
debts . 

The greater the current ratio, the greater/the protec- 
tion for short- te-m creditors sudi as sijppliers and 
lending agencies. A minimum' ratio of 2/1 is usually con- 
sidered safe depending on tlae type of current assets in- 
volved. 

Jake Blackstone's Current Ratio: 



1968 


1969 


1970 


$43,300.00 
17,320.00 


$40 , 300.00 
18,310.00 


$41,100.00 
17,^50.00 


2.5/1 


2.2/1 


2.3/1 



b. Liquid or Quick Ratio 

ihe current ratio has one very serious drawback in that 
it assuoBS all current assets can be converted to cash 
with the same degree of ease. 



ERIC 



1722 



Cuirent assets should be divided, iato two types: 

(1) Liquid Assets 

Casli or assets that can. be, converted into cash with- 
out any sales effort. This would be: 

- Cash on hand 

" Cash in Bank or Credit liiion 
" 9iares in the Credit liiion 

- Bonds, Stodcs 

- Accoints naceivable 

(2) Current Assets which Require Sales Effort : 

" Inventories 

- Prepaid expenses 

Calculations of liquid or quick ratio: 
Quick Ratio = 

Current Assets - (Inventories ^ Prepaid Expenses) 
durrent liabilities 

A ratio of 1/1 is considered a gpod risk by short-term 
creditors. 



Jake Blackr tone's quick ratios: 



1968 


1969 


$43,300.00 - $23,860.00 


$40 , 300.00 - $26,700.00 


$17,320.00 


$18,310.00. 


- $19,440.00 
17,320.00 


= $13,600.00 
$18',310.00 


= 1.1/1 


= 0.7/1 



11.970 



$41,000.00 .- $25 , 350 . 00 
$17,850.00 

= $15,770.00 
$17,850.00 

=0.8/1 

This ratio is sometimes called the acid test ratio. 
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Fixed Assets to Owner's Worth Ratio 
IMs ratio indicates Jiow much, creditors, such as sijp- 
pliers, banks and lending agencies, have financed the 
business. It shcfws how dependent the business is on 
outsiders for financial help. 

J;ike Blackstcne's fixed a^isets to owner's wortli ratio: 



1968 


1969 


1970 


$24,600.00 
$ 5,000.0D 


$21,900.00 
$ 4,980.00 


$19,200.00 
$ 4,360.00 


= 4.9/1 


= 4.4/1 


= 4.4/1 



This analysis shows that Jake Blacks tone is very depen- 
dent vpcn outsiders for financing his business. By 
studying the owner's worth section you can see that his 
withdrawals pre very large when conpared to the profits 
being made. In fact in 1970 he withdrew more than he 
made. Jake should review his personal spending becaiise 
he is withdrawing top much money from the business, and 
he is putting the biisiness in an unsound position. 

Net Profit to Net Worth Ratio 

This ratio shows the return on the owner's investment. 
Together with the net profit to total assets ratio, it 
shCT^s how effectively you are using your resources. 

Jake Blackstone's net profit to net worth ratio: 



1968 


1969 


19 70 


$ 9,400.00 
$ 5,000.00 


$ 9,200.00 
$ 4,980.00 


$ 8,700.00 
$ 4,36U.O0 


= 1.9/1 


= 1.8/1 


= i.:./L 



Net Profit to Total Assets Ratio 

This ratio is sometimes called the return on investment. 
It shows you hew effective your management decisions 
are in using the resoorces (assets) you have available. 
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1968 


1969 


1970 ■■' 


$ 9,400.00 
$67,900.00 


$ 9,180.00 
$62,200.00 


$ 8.180.00 
$60,300TOD" 


= .138/1 


= .163/1 


= .136/1 


as a 1: 






13,8 


■ 16 . 31 


13.6% 



6, Disciiss the iisage of ratios. Do students feel ratios are- usefial 
in ?nalyzing the biisiness, or are they jiost more work? 

7. Rer^d and discuss Section 5 o£ the Readings, 



5 • Summary 

Aialysis of your financial statements is one of the most 
important jobs you will have to do when you manage a busi- 
ness . 

Analysis of the statements will show you the effect of 
your management policies, Ihe analysis will also reveal the 
policies' weak spots before they cause you severe trouble. 



Indicator 

8. Hand out Exercise FAB37-1, 'MLc Mac Market" and have the students 
coirplete it. 
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Mic Mac Market 
Cojiparative Balance Sheet 
As of Decenber 31, 1972 



■Assets 

Current .Assets 
CasH 
Batik 

Accomts Receivable 
Inventory 
Total Current Assets 

Fixed Assets 



1971 



1,675.29 
7,079.91 
1,717.57 
2,103.92 
12,576.69 



Assets 15,500.00 
Less: Accumulated Bepreciaticn 



Total Assets 



1972 



213.75 
11,406.98 
3,453.90 
3,376.19 
lS,4S0.fi2 



26,076.69 30 , 450 . 82 



Qiange 



(1,461.54) 
4,327.07 
1,736.33 
1,272.27 
5 874.13 



12,000.00 (1,500.00) 



4,374.13 



Liabilities § Owner's Worth 

Current Liabilities 

Sales Tax 252.55 9- C 252.55) 

Accomts Payable 3,772.95 3,2.84.29 488.66 

Total Current Liabilities 4,025.50 3,284.29 ( 741.21) 

Long Term Liabilities 

Loan 18,800.00 17,600.00 (1,200.00) 

Total Liabilities 22,825.50 20,884.29 01,941.21 

Owner's Worth 

Balance Beginning ' -9- 3,251.19 3,251.19 

Current Profit 9,221.19 12,815.34 3,594.15 

Less: Year's Drawing 5,970.00 ' 6,500.00 550.00 

Net Owner's Worth 3,251.19 9,566.55 6,315.34 

Total Liabilities ^ OMier's Worth 26,076.69 30,450.82 4,374.13 
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FAB37 
Ratios 



1971 1972 



1. Receivables 52 ,691.04 =30.6 61,951.73 = 17.8 

Turnover " 1,717.57 3,453.90 



2. Collectiori 360 = 11.4 days 360 = 20.2 days 

Iferiod "SCr:^ THIS 



3. Average $1,051.96 $2,740.05 

Inventor/ 



4. Inventory 

Turnover Rate 31.5 14.7 



5. Current Ratio . 3.1/1 5.6/1 



6. Liquid (Quick) 

Ratio 2.6/1 4.6/1 



7. Fixed Assets 

Net Wbrth 4.1/1 1.3/1 



8. Net Profit 

Net Wbrth 2.6/1 1.3/1 



9. Net Profit 

Total Assets 0.35/1 -0.42/1 
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SUBJECT FINANCE, ACODUNTING, BOOKKEEPING 



LESSON FAB37 



ANALYZING THE BALANCE SHEET 



EXERCISE FAB37 - 1 



MIC MAC MARKET 



INSTR UCTIONS 

1. Using the information contained in the attached Balance Sheets, 
prepare a Comparative Balance Sheet for the Mic Mac Market. 

2. After completing the Comparative Balance Sheet do an analysis of 
the financial position of the business using the ratios talked 
about in this lesson. Write a short report giving your own views 
on the financial management of the Mic Mac Market. 

In doing this exercise you may work in groups of 2 to 3 people, 
or you may work alone. 

NOTE: Use the Profit and Loss Statement from Exercise FAB36-1. 
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SUBJECT BUSINESS LAW 



LESSON BL8 



SPECIAL CONTRACTS: GENERAL BUSINESS INSURANCE 



INSTRUCTOR'S GUIDE 



OVERVIEW 



Hiis lessai will ip'^-roduce the student to the topic of business 
insurance. The insurance field is too vast and conplex to be able to 
deal with it in any detail. Students should realize that insurance is 
available for various risks (many more than are insntioned in the lesson) 
and that they should make use of a coirpetent insurance a^nt in deter- 
mining their insurance needs. 

The students should realize that a v^ole lifetime of savings and 
work can go up in smoke in a few hours or that neglect on. the part of 
an enployee could cause property damage or personal injury whidi could 
be very costly to tlie business if it is not protected by insurance. 

They should also realize that they cannot insure against every risk 
since it will be much too costly. It is inportant to select insurance 
to cover those risks which could be disastrous for the business. A fire 
destroying the business premises would be a miajor disaster but peihaps 
the loss of a $300 truck v/ould be a loss i^Aiich the business could ab- 
sorb. However, if that same truck is involved in an accident causing 
personal, injury or property damage, and the driver is fouad negligent., 
the loss to the business could be substantial. The businessman will 
have to decide i^Aiich risk Ue can stand and vfliich risk could mean finan- 
cial ruin. If a business is destroyed by fire, and money was borrowed 
to purchase tiie business, the prospective businessman must see that he 
is still responsible -for that debt even thou^ the business premises 
may no loi.gt^r exist. 

The students will likely be able to gain a great deal of knowledge 
from a resource person in the insurance field. 
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OBJECTIVE 

The students will be aware of the inajor types of insurance avail- 
able and of the services whicli an insurance agent can render. 



REFERENCE MATERIAL FOR INSTRUCTOR 

1. Greene, Mark R. Insurance and Risk Managejnent for Small Businesses . 
Small Business Management Series No, 30, Washington: Small 
Business Administration, 1970. 



RESOURCES REQtJIRED 

1. ELip chart. 

2. Sairple insurance contracts supplied by students, instructor or 

a resource person to illustrate fire, auto, liability and fidelity 
insurance. 

3. M insurance • agent or other person knowledgeable in the insurance 
field. *. 



METHODOLOGy 

1. Hand out the Readings; read and discuss the Purpose arJl Intro^ 
duct ion. 



PURPOSE 

This lesson will introduce you to business insurance under 
vdiidi you are protected against financial losses caused by fire, 
theft, car accidents, liability, etc. connected with your business. 



INTRODUCTICN 

As a businessman you have an investment to protect. You pro- 
tect this investment by good business methods and by carrying 
business insurance* to protect you against the risk of financial 
disiister. 
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A somd insurance protection plan is just, as inportant to 
the success of your business as good financing, accounting, mar- 
i'^^iiig, personnel rrjanagemsnt, or aay other busijae^s fuiict- :i. 
bood insurance jnanageinent does not j^ist happen, it requires or- 
ganization and planning. All your work can be lost in a few mia- 
utes if your insurance profpram does not provide the coverage or 
pTX)tecti(3i you reqmie for your particular circumstances. Ihere 
are five steps that you shorld take to ensure that your business 
is properly protected: 

1. think of the different types of loss you could possibly 
suffer; 

2 . take those steps that will give you the best coverage for 
the least cost; 

3- carefully plan how you will manage your insurance program; 

4. take insurance only for those losses which could put you out 
of business or cause a very serious setback; 

5. get professional advice. 

A lesson in business insurance can do no more than introduce 
the subject of business insurance, so you will need to rely on the 
professional advice of the insurance agent you choose. 



OBJECTIVE: THE SlUDENTS WILL BE AWARE OF THE MAJOR lYPES OF INSURANCE 
AVAILABLE AND OF THE SERVICES WHICH AN INSURANCE AGENT CAN 
RENDER. 

Stimulus 

2* Ask students to list en the flip chart all the different risks of 
losses which a business faces. 



CLariTy Problem 

3. Ask students to indicate \^ich risks could be covered by insurance. 
Thj.s will give the instructor an idea of the extent of the students 
knowledge about insurance. 

Some of the types of insurance vihich the students may m .~ " 

include: 
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a. fire insurance: building, inventory, fixtures and equipment 
automotive collision insurance (all types of vehicles) 

c. automotive liability insurance 

d. general liability insurance 

e. fidelity insurance 

f. burglary and robbery insurance 

g. accident insurance 

h. boiler insurance 

i. performance bond 

j . plate glass insurance 

k. livestock insurance 

1. various valuables floater 

m. valuable papers and records floater 

n. grain and fodder floater 

o. transportation (transit) insurance 

p. business interruption insurance 

q. life insurance 

r. health and sickness insurance. 

This is only a partial list of insurance protection available. 
Conpare this list to the one given by the students. 

Only a few of the more common forms of insurance are discussed 
briefly in this lesson. Students can ask the resource person 
questions CGnceming the other types of insurance. 

4. List on a flip chart the following words and ask the students to 
give definitions of them: 

insurance policy 

insurer 

insured 

premium 

beneficiary 

deductible 

rider 

endorsement 
insurance agent 
insurance broker 
insurance adjuster. 

5. Read Sections 1 and 2 of the Readings. Discuss each definition 
and conpare it to the students original definition. Make sure 
students undeKtand the meaning of the terms. 



CCKTEMT 

1 . The Basis of Insiirance 

Insurance is a co-operative or group method of pooling 

1736 



by whidi marr people pay a certain small sum Cpxendum) to 
protect theirr^eives £<,gainst a potential' large loss. Since 
caly a small niiifcer o£ losses actually occur compared to the 
nuiriber o£ busiiiessc=5<? ir.sured, the total o£ tiie premxTJms col- 
lected goes to pay the losses vfliich do occa:i', as well as the 
administratiai costs of supplying the service. 



Some Definitions 

Mien discussing insurance there are a nunber of words 
and terms with ^^^lich you should be familxar. Ihese include: 

a. Insurance Policy - written evidciice of the terms of an 
' insurance contract. 

b* I ho Insurer - the insurance coirpany that provides the 
i:isurance protection. 

C. The Insured - the person or business firm that purchases 
the insurance protection. 

d. The Premium - the prio^ paid by the insured for the in- 
surance coverage speciiied in the insurance contract. 

e. Beneficiary - the person or persons named by the insured 
to receive any claim covered by the insurance policy. 

£. Deductible - a clause which eliminates the initial a- 
mounts of loss f rom tli * insurance policy, lhat i^, the 
first $50, $100, $200, $500 or $1,000, etc. loss is not 
covered (protected) by the insurance conpany. The in- 
surance conpany pays you for any losses you suffer over 
the deductible amouit* A deductible clause gives the 
insured a greater incentive to take care of the insured 
property and, by eliminating a large nunter of small 
claims, makes the insurance much dieaper. 

g. A Rider - extra protection that is not provided in the 
standard insurance policy. Ihe terms of this extra pro-- 
tertian are written out on a sheet of paper called a 
rider and attached to the insurance contract. 

h. Endorsemen t - the acJdition of new te:aiis to an insurance 
policy already in effect. Suppose an insurance contract 
v/as pitrchased some time in the past and the insured per- 
son or business firm that purchased the insurance pro- 
tection wants to change the terms, of the contract (per- 
haps he purchased more property or expanded his building) . 
If the insurance conpany agrees to change the terms, a 
piece of paper containing the new terms, known as an 
endorsement, is attached to the insurance contract. (Ms 
eliminates the need for completely rewriting the contract. 
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i . Ax Insurance Agent - acts for the insurer (the insur- 
ance cojipanyj to arrange contracts with persons seeking 
insurance protection. He often provides a service to 
clients or cxastomers as well by giving them valiaable 
advice about their insurance needs. 

j . An Insurance Broker - generally acts for the insured 
(the person or businesr> firm btying insurance protec- 
tion) . Large conpanies often retain the services of an 
insurance broker. He is well-informed about all types 
of insurance and can recommend tlxe best type of insur- 
ance coverage at the lowest cost. 

k. An Insurance Adjuster - an e3q)ert in appraising (evalu- 
atingj property losses. An adjxaster gene:j'ally settles 
clfiims for insixance conpanies in exchange for a fee. 



Provide Information 

6. Have students discuss their e:)5)eriences with fire insurance. Have 
they had fires? Was there insurance? How did they obtain their 
insurance? Were there problems in settlenent? If students have 
had no e:q)erience with fire insurance, the instructor can talk 
about his own e^qperiences even thougja these may be related to a 
residence. The students should discuss the seriousness of a loss 
which a business woidd suffer if a fire occurred. 

7. Read Section 3, a of the Readings. 



3. Some Types of Business Insurance 
a. Fire Insurance 
Definition 

This is a contract between the insured and the insurer 
by vMch a premium is paid to cover buildings, fixtures, 
equipment, stock (inventory). Ihis contract gives the 
insured person or biisiness financial protection in case 
the insured's possessions are destroyed b> fire. 

Principles of Fire Lisurance 

There are three essential principles of fire insurance: 

(1) Principle of indeimity, which means that a person 
biiying insurance does not recover more than the 
actual loss suffered. This means that at no time 
should a person carrying insurance make a. profit 
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due to the fire* I£ a perscn. caxries more iasur- 
ance than the property is worth, tiie insurance com- 
pany will only pay the appraised vali^ of the pro- 
perty insured; 

(Z) /Insurable interest, vdiich means that a person may 
only carry insurance on property in which he has 
a financial or legal interest. In other words, a 
I>ersan may only insure prc^rty if the loss of the 
property would result in a loss to the insured per- 
son; 

(3) Good faith, \A\ich reqioires that both parties to the 
insurance contract deal in good faith. This means 
that the insurer is willing to pay a loss if one 
occurs and the insured gives true answers to infor- 
mation requested by the insurer. 

Point s to Consider in Buying Fire Insurance 

r 

(1) Be sure of the type of protection provided by the 
insurance policy. All standard fire insurance pol- 
icies will state those losses, called exclusions, 
which are not covered by the policy. Exanples of 
exclusions are losses or damage due to war invasion, 
losses due to radioactive material, losses of 
mcney, books of accounts, etc. Most coiip.anies will 
sell extended coverage 'to cover additional losses 
not covered mder the standard insurance policy' • 
Exanples of losses covered under an extended cover- 
age .are losses due to windstorm, hail, explosion, 
riot, smoke damage, etc. 

C2) If a perscn gives false information about the pro- 
perty insured the contract is void, or of no value 
and the insurance conpany would not pay. 

(3) If there is a s\±)stantial change in the risk that 
is involved in the injured property and the insur- 
ance conpany is not notified, the ins'urance contract 
is void. Ijr example, if a building i.3 insured as 

a groce-^y store and later is converted to a dry 
cleaning plant, the risk is greatly changed and the 
insurance company has to be notified of tiie change. 

(4) When a building i^i no longer occi^^ied, it is nec- 
essary to notify the insurance company, otlierwise 
the insuraxce policy is void. 
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(5) When a person purchase? a property which is al- 
ready covered by insurance, it is necessary to 
either cancel the existing insurance policy and 
take out a new one or make arrangements with the 
insurance company to transfer the insurance policy 
to the new owner, otherwise the new owner is not 
covered by the existing policy. 

(6) Some insurance policies may stipulate as a con- 
dition that the property Mist be repaired, or re- 
built. In such a case the total insurance proceeds 
are only payable when th? repair or rebuilding is 
complete. This is referred to as a 'rebuilding 
clause ' . 



8. Discuss the three principles of fire insurance. Show students 
copies of fire insurance policie's. They should note that the 
policy contains: . - • 

a. name of the insured 

b. name of the insurer 

c. the perils insured against the subject matter of the insur- 
ance (building, contents, etc.) 

d. a clear description of thu location of the property 

e. the maximum liability insured by the insurer 

f . the duration of the contract 

g. ' the date of commencement and the date of termination of the 

contract, the day and hour 

h. the statutory conditions; and 

i. the signature of the insurer's official to the contract. 

9. Ask students to discuss their experiences with automobile insurance. 
Ask them to list the two main types of coverages contained in the. 
typical automobile policy. Tb^ y should recognize the coverage for 
collision, upset, etc., and Vie coverage for, third party liability 
(injury or property daiiage). 

10. Read Section 5, b of t[.e Readings. 
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b. Automobile Insurance 
Defini' '^on ^ 

AutoiTiobile insurance is a contract between the insured 
and the insurer by which a premium is paid to cover da- 
mages to other property or injury to people. It is 
important to remember that a person owning an automobile 
may not only be responsible for damages to property and 
injury to other people when he is driving, but he may 
also be responsible for the negligence of another per- 
son who is operating the automobile on his behalf. This 
is the situation when an employee uses a business car 
or truck. The insurance policy protects .the owner of 
the automobile against losses which may result it he is 
sued for damages. 

Points to Consider in Purcliasing Automobile Insurance 

(1) All insurance policies provide for a deductible 
which means that tlie insured person pays for the 
initial amount of any accident or loss. TJiis de- 
ductible may be $25, $50, $100 or more. Tlie higher 
the deductible, the less the insurance premium, 
since thq .insurance company only pays for damages 
over and above the deductible amount. 

(2) It is important for the purchaser of automobile 
insurance to see how much protection his policy pro- 
vides in case of injury to other people or damages 
to property other than the insured car. Insurance 
covering damages to other people's property or in- 
jury to other people is called 'third party li- 
ability insurance'. This type of insurance is not 
expensive and could prevent a substantial loss to 
the owner of an automobile in case of an accident. 

(3) There are different types of coverages available in 
automobile insurance: collision or damage to the 
vehicle and liability insurancis. A person pur- 
chasing automobile insurance should check to see 
whether the insurance purchased is really the in- 
surance desired. Each of these two types of insur- 
ance can be purchased separately. 



11. Discuss Readings and show students a sample automobile irisurance 
policy. Ask them to point out the main parts of the policy. 

12. Read Sections 3, c, d and e of the Readings. Discuss each section. 
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c. Fidelity Insurance 
Definition 

Fidelity insurance or a fidelity bond is a guarantee by 
an insurance company to an employer to pay hijn for the 
financial loss caused by a dishonest employee. Some 
companies (and some government departments) will insist 
that the employees be bonded. This is an insurance con- 
tract by which the insurance company agrees to protect 
the businessman and the public against the dishonest act 
of an employee who handles money or other valuables. 
Under a fidelity bond an insurance company would pay 
losses to the insured person and would attempt to re- 
cover the loss from the employee. 

d. Burglary and Robbery Insurance 
Definition 

Burglary insurance protects the insured against losses 
due to break and entry onto the business premises. Us- 
ually visible marks of forced entry are required to 
qualify as burglary. Robbery is customarily known as 
'hold up', which* is the taking of property by threaten- 
ing someone with violence. 

There are many forms of burglary and robbery insurance 
and the businessman will want to check the type of in- 
surance most suitable to his business. 

e. Liability Insurance 
Definition I 

Liability insurance ii an insurance contract between 
the insured and the insurer by which the insured is pro- 
tected against the losses which might occur if he were 
held responsible for imury to a person or damage to the 
property of others. Th\law in5X)ses a duty upon all 
people to avoid causing ihg^/' or property damage. Hbw- 
ever, it sometimes happens ^^t^due to neglect, a person 
is injured or property is damageU^ The business re- 
sponsible may be sued for this neg^a:t. For example, a 
I customer may fall on a broken step oV slippery floor or 
may trip over merchandise or may falll and get injured on 
ice in front of the business premises X Liability insur- 
ance protects the insured from a law siiit resulting frcM 
injuries. / 

Under a liability insurance policy, the^asurance com- 
pany agrees to investigate andk negotiate^ettlement with 
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the people making claims against the business. The in- 
sur.ance company will also defend the insured in case he 
is sued and they will pay on his behalf any damages 
the insured is obliged to pay, up to the limit of the 
insurance uolicy. Nomally this type of insurance is 
not very expensive, yet protects the insured against 
very large losses which could occur. 

The types of insurances described above are onl>' a few 
of the many types of insurance available to the business. 
A businessman considering insurance will want to obtain more 
information from a qualified insurance agent. 



13. Read Sections 4, 5, 6 and 7 of the Readings. Discuss each section. 



4. Insurance Costs 

You can spend coo much as well as too little on insur- 
ance coverage. Before you purchase insurance you should 
consider the following points. Tliey could help you save 
money. 

a. . Decide which types of loss to insure against and how 

much the loss from each could be. 

b. Decide vdiich type of risk could result in the largest 
loss and purchase coverage for it first. 

c. Most insurance contracts have a deductible clause. The 
higher the deductible amount, the lower the insurance 
premium. You should use as high a deductible as you can 
afford. 

d. Try to get as many kinds of insurance protection as you 
can in one insurance policy. These are referred to as 
package policies. Not only is protection and service 
better, but premiums are often lower than if you pur- 
chase several individual policies. 

e. Review your insurance program from time to time to make 

' sure that your protection is adequate and that your pre- 
miims are as low as possible. 



5. Good Insurance Management 

To obtain the best coverage at the lowest cost, you must 



ERLC 



1743 



manage your insurajtice prograjn (jtucK as you would manage your 
business) and try to reduce risks. This may be done by: 

a. Selecting only one insurance agent to handle your in- 
surance program. You will usually get better service 
than if you purchase insurance from several agents. 

b. If an employee or partner is responsible for your in- 
surance program, make sare he fully understands what to 
do. Check from time to time to see that the job is 
being done properly. 

c. Do everything you can to prevent losses and to keep those 
that do occur as low as possible. 

d. . Make sure your insurance agent has all the necessary in- 

formation about your business and the possible losses 
that could occur. He cannot recommend the best coverage 
if you withhold information. 

e. Good management of your insurance program will help you 
to avoid underinsuring or over insuring. Some people 
don't buy a certain type of coverage because they think 
the risk of loss is small. Generally, if the risk is 
small the premium will also be small. 

f . Ke6p complete records of your insurance policies, 
premiums paid, losses, and losses recovered. In this 
way you will keep yourself informed and will be better 
able to review your insurance program and keep costs to 
a minimum. 

g. You should also keep adequate records of your business 
property showing original acquisition costs, length of 
time property has been owned, amounts spent for ionprove- 
ments and repairs, and appraised values of such pro- 
perty. 

NOTE: You should have your property appraised by an 
independent appraiser from time to time. This 
will assist you in determining whether your pro- 
tection is adequate. In addition, you will be 
better "able to prove what your actual losses are 
if any should occur. ' 



Professional Advice 

Business insurance is a complex subject. For this rea- 
son you should obtain the advice of an expert in the insur- 
ance field, A professionally qualified insurance agent or 
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broker caa often save you far more than his services cost. 



Summary 

Insurance is a method of purch'xsing protection against 
a possible loss due to fire, theft, accident, property dam- 
age, etc. Not only does insurance shift the risk of loss 
from the person purchasing the protection, it also spreads 
the risk among a number of parties who have agreed to take a 
share in the risk by purchasing similar protection. 

Some small businessmen look on insurance as if it were 
a sort of tax. They recognize tnat it is necessary but con- 
sider it a burdensome expense that should be kept to a mini- 
mum. 

In actual fact, you can use insurance to get many posi- 
tive advantages. Used correctly, insurance can contribute, 
a great deal to your success by reducing the uncertainties 
under which you operate. Insurance should be carried only 
on risks \idaich could be a severe setback to the business. 

If you don't think you can afford the yearly insurance 
premium, you certainly won't be able to afford the loss if it 
occurs , 



14. Invite resource person to discuss insurance with students. 



Indicator 



15. Discussion during lesson and with resource person. 
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SUBJECT BUSINESS LAW 



LESSON BL9 OWNERSHIP AND TRANSFER OF REAL ESTATE 



INSTRUCTOR'S QJIDE 



OVERVIEW 

Most students will know very little about the topic of land owner- 
ship and the transfer of land. Since it is iir^possible to go into all 
the details, the topic may be somevdiat difficult for tliem to grasp. 

It is suggested that the instructor read the reference material 
so that he can provide e:xan5)les for the students. In addition, a trip 
to a Land Titles office or Land Registry office can be organized to 
take place following lesson BLll, ''Mortgages". This trip should pro- 
vide students with more information about the system of land regis- 
tration. A resource person can also be iised to give more details and 
to answer the students' questions. ) 



OBJECTIVE 

The student will be aware of the method of land registration, how 
land ownership is acquired, and the methods of land transfer. 



REFERENCE MATERIAL FOR INSTRUCTOR 

1. Anger, William H. and Anger > H.D, Summary of Canadian Commercia l 

Law. Toronto: Sir Isaac Pitman CCanadaj Ltd., 1962, pp. 30TT" - 

2. Chapman, F.A.R. Fundamentals of Canadian Law. Toronto: McGraw- 

Hill Congoany of Canada Ltd., 1965, pp. 300 - 313. 
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RESOURCES REQUIRED 

1. Optional - a resource person, to discuss land registration. 



MEIHODOLOGy 

1. i Hand out the Readings; read and discuss the Purpose and Intro- 
ductim. 



PURPOSE 

In this lesson you will discuss the forms of ownership and 
nBthods of transfer of real estate (land and buildings). 



INTRODUCTION 

Regardless of the type of business you operate, you will 
likely be involved with land and buildings. Your involveiient 
may be by way of ownership of land. and buildings or with renting ox 
leasing of land and buildings. This lesson will deal in the own- 
ership of real estate and the next lesson will deal with leases. 

Study of forms of ownership of land and buildings is inport- 
ant since most businesses have a considerable amount of mcney in- 
vested in land and buildings. 

You will want to get the professional help of a lawyer before 
you mdertake to buy or sell real estate. However a good knowl- 
edge of the way real estate is handled will make it easier to work 
with the lawyer. 



OBJECTIVE: THE SlUDENT WILL BE AWA\RE OF THE METHOD OF LAND REGISTRATION, 
HCW LAND OWNERSHIP IS ACQUIRED, AND THE METHODS OF LAND 
TRANSFER. 



Stimulios . 

2/ Ask the students: "What is real estate?" "How is land transferred 
from one person to another?" 
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Clarify Problem 

3r Ask t±Le students who have had e:xperience . in the ownership o£ land 
to share their e:xperiences. 



Provide Information 

4. Read Sections 1 and* 2 of the Readings. 



CONTENT 

1. Definition of Real Estate 

^Real estate consists of land, buildings and water 
whether on or under land. Real estate is also called real 
property to distinguish it from personal property which can 
.be moved away. Real estate or real property is land and 
buildings attached to the land. 

2 . Types of Interest (Ownership or Other Means of Holding Land) 
in Land 

Ihe two main types of interest in land are "tenancy in 
fee sinple" and "life estate". 

a. Tenancy in fee single 

Tenancy in fee sinple is the name^ givm to the full 
ownership of land! It is the hi^est type of ownership 
possible. 

technically the Crown (the province) is the only one who 
can have outri^t ownership of land, and when it is nec- 
essary for the benefit of the public, it may e^oercise 
its hi^ier ri^t by expropriation of larid owned in fee 
simple. 

bi Life estate 

A life estate in land is quite common in order to avoid 
death taxes. " The person having this type of interest 
has the same ri^ts as a person who owns land in fee 
siiiple althou^ he does not really own the land. M ex- 
ajrple of a life estate would be real estate left by a 
man so that it will be used by his wife until her death, 
and then it will be owned by his children. In this case 
the real estate can be used by the wife for the rest of 
her life without paying rent. At her death the land is 
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transferred to the children directly from the estate of 
their father. 



5. Discuss Sections 1 and 2. / 

The students should see that tenancy in fee'^^pnple is the full 
ownership, of land even thougji the word tenancr/ is used. Ihe 
terminology is a historic one, but it reflecxs the fact that the 
Crown can expropriate; thus, a higher owii^^hip is possible. 

Students should also see that in a^Jtilfe estate you do not have 
title to the land, but yoo-iuay'-^fijoy the use of tlie land as if 
you owned it. Native students will realize tliat they may not own 
reserve land in the tenancy in fee sinple way. Their use of the 
land resembles the life estate, althou^ there are differences. 

6. Kead Sections 3, 4 and 5. 



3. Ownership of Eeal Estate by More Thian Qie Person 

It is possible for more than one person to own a parcel 
of real estate. IWo or more people can own the sajie piece 
of land by being either "joint tenants" or "tenants in com- 
max". 

a. Joint Tenants 

Joint tenancy is the name given to ownership of real 
estate by two or more persons whers each person has an 
undivided share of the real estate. Upon the death of 
one of the owners, it passes to th,e survivor. This type 
of ownership is commcin between husband and wife. In 
this case each of the owners has the same interest in 
the land. An advanta^ of this type of ownership is 
that on the death of one owner, the other immediately 
becomes owner of the deceased^s share without any legal 
formalities^. 

b. Tenants in Common 

In ownership by tenants in common, two or more people 
can own the same piece of land, but they need not ha\^ 
the same share as in the case of joint tenants. It is 
possible for one person to have a one-quarter and the 
other a three-quarter share ♦ Or it is possible to have 
three owners that own ten per cent, twenty per cent, 
and seventy per cent respectively. My coiri^ination of 
interests dssired can be arranged. 
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Mother iirportant difference in tenancy in common is 
that the ownership does not go to the survivor as in the 
case of joint tenancy. In. tenancy in coimrm, ownership 
at death goes to whomever the owner designed in his will. 
This is the more common type of ownership for people 
operating a business in which the real estate is owned 
by two or more people. 



4o Land Registration 

In Canada every parcel of land is registered in land 
registration offices in the different provinces. The office 
keeps track of the owner of the land and whether there is 
iimey owing against the land (a mortgage) . 

Thers are two systems for registration of land. One is 
called the "old system" and is used in Nova Scotia, New 
Bruiswick, Prince Edward Island, parts of Qatario, and part 
of Manitoba. 

Ihe "new system" or "to mens system" of land registration, is 
used in British Colunbia, Alberta, Saskatchewan, parts of 
Manitoba and parts of Chtario. 

The two systems have different ways of recordii.',g the 
land and of recording money which is owed against the land. 
In BL13, "T^ortgages", you will see some of these differences. 



5. Buildings en Land 

'Ihe buildings on land are part of the real estate. A 
person owning land has a li^t to build on it providing the 
building conforms to the lestrictions of the municipality. 
. There are many restrictions and rules i^idi must be observed 
in building on land, erpocially in towns and cities. It is 
iii?)ortant to be well- informed about the restrictions, rules, 
and regulations since it can be very costly to overlook them. 

Usually all buildings that are on foundations or other- 
wise attached to the soil are considered pemanent inprove- 
ments of the property and are a part of that real estate. 
Other buildings vdiich are movable or are on skids are not 
considered a part of the land. 



7. Discuss each section, asking the students for exanples to illi^- 
trate their uiderstanding of the content. 
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Examples 

a. Joint Tenancy: A husband and wife own a general store in 
joint tenancy. Ihis nsans that each avns an undivided share 
of the business. If the husband dies, the business automatic- 
ally is owned by the survivor, the wife. 

b. Tanancy in Comnion; Two rmn own a farm in tenancy in common., 
One «man has a 30% shai^ of it while tlae other has a 70% share. 
It is possible for either man to sell his shai-e to somsone 
else. Either man may leave his share of the land to whomever 
he wishes at his death. Ihe survivor does not receive the 
otlier person's share unless it is willed to him. 

Tenancy in coiimcn is the usual method of joint land ownership 
between partners. Joint tenan^cy is more common between hus- 
band and wife. 

8. Students may wish to examine more closely the land registration 
system whida is used in their province. A resource person can 

*be invited to discuss this system more fully. 

9. Read Section 6 of the Readings. 



6. Ntethods of Obtaining Title (Ownership) to Land 

The three most co^^mon methods of obtaining title or 
ownership of land are: 

- by transfer of deed 

- by inheritance 

- by possession* 

a. Tra nsfer by Deed or "Transfer" 

S deed or "transfer" is a document in which one person 
transfers lard to another. Ihder the "old system" the 
deed is under seal. Under the new system the "transfer" 
is not under seal. 

If more than one person is to own the land, the deed 
or "transfer" may be made to a nunber of people. 

The deed or transfer must describe the property in the 
way it is recorded in the Land Titles office. 

b . Inheritance. 

Ownership to land may be obtained througji a person's 
will. 
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c. Possessioa 

Each provuice provides for acquiring ownership by 
possession. The period of possession varies in each 
province . 

Cl) Qatario, Manitoba, Alberta, Saskatchewan: 10 years 

(2) Northwest Territories and Yiikon: 12 years 

(3) British Colunbia, New Brunswick, Nova Scotia, 
Prince Edward Island and Newfoundlanvl: 20 years. 

For possession to give title, the possession must be 
visible, exclusive and continuous. When a person pays 
the taxes, builds a fence^ or builds en the land, he is 
showing visible possession. However, no title by poss- 
ession may be obtained from the crown. 



10. Discuss Section 6, 

The students should reco^ize that if they purchase land for a 
specified cash value, they will be acquiring land by deed or by 
"transfer", even thou^ they may not have paid the full purchase 
price in cash. When a mortgage is placed against the land, the 
land is transferred to the purchaser's name, but a charge is placed 
against the land showing to whom the balance of the money is owed. 

11. Read Sections 7, 8, 9, and 10 of the Readings, 



7, "'^ Sale of Real Estate 

Since the sale of land is regulated by the law of can- 
tract, it must have all the elements of a contract, A con- 
tract for the sale of land must, however, be in writing to 
be legal. A sale of land normally includes all permanent 
buildijigs on the land unless it is otherwise stated. 

The first terms of the contract are usually on a form 
called an "offer and acceptance" or "offer to purchase" form. 
It sets down the conditions of the contract. This is only 
a preliminary agreement. The formal agreement is prepared 
by a lawyer. 

Following the preparation of the offer and acceptance 
fom idiidi sets out the term of the sale, the seller and the 
buyer sign the document. Ihe usual procedure is to have some- 
one search the Land Titles or Registry office for tlie tnie 
ownership of the land thereby deten\iining any money owing 
against the land. This ensures that the new purchaser is 
not buying land which has encunfcrances (debts, etc.) of which 
he is unware. 
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Hie lawyer, in coirq^leting the transaction, will check 
out the exact amount of money owing against the land. In 
addition, he will calculate any adjustments which are in- 
volved, such as determining the taxes payable for a portion 
of the year. 

Under the new system it is quite easy to search a 
title. It can, however, be quite involved to searcli and en- 
sure good title under the old system. 



8, O ption to Purdiase 

An option to purchase is an agreement between a pro- 
spective buyer and seller which gives a prospective buyer a 
chance to buy real estate for a specified price at a speci- 
fied date. Hie terms of the purdiase are determined at the 
time of the option. Mien the option is exercised by the pro- 
. spective buyer, the terms of the option are carried out in 
a contract of sale. 

The option to purchase permits a prospective purchaser 
to Tine vp some land by putting down very little money* 
If tr\^ prospective buyer does not x^urchase the land, he loses 
his deposit (his option). The prospective seller is then 
free to sell the iand to someone eis^^. 



9. Agreement of Sale 

This is a formal » contract by \Aiich land may be purchased 
on an ijistalment basis with a lower down payjuent than if he 
purchased it in soane other way. 

The seller of the land retains the title in his name 
until the land is conpletely paid. The contract of the agree- 
loent of sale sets out all the conditions of the sale: the 
down payment, instalment payments and interest rate. The 
purchaser can use the land as if it were his own. 

If the purchaser does not make his p^icyments , the seller 
can sue for payment or take possession of the land* 



10* Summary 

The topic of land ownership and transfers is a conplex 
one which requires professional expertise. Tlds lesson can 
only provide you with a general idea of the subject, which 
will fxelp you to work more effectively with the professional 
people in this field. 
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12 • Li looking at the optioa to purchase, the students should realize 
that the buyer pays a certain sum to have tlie privilege of being 
able to purchase land at an assured price at a futixre date. 

Ai exanple would be a person wanting to build a store in town. He 
may see a piece of land with a store building which looks suitable 
for his purpose • He may not h:vve the other details of his busi- 
ness planned to the point he feels confident of purchasing the 
land and building. In this case, he my use the option to pur- 
chase. For a sum of peiriaps $500.00 or $1,000.00 or more (de- 
pending on the price of what he wishes to purchase) the seller may 
agree not to sell the land and building to aayme else until after 
the specified date in the option to purchase. The advantages for 
the hu/er are: 

a. He is assured that the land will not be sold to someone else 
until the agreed date; 

b. He is assured that the price will not increase as he nears 
the conpletion of his planning work. 

A seller sometimes raises his price at the last minute once he sees 
he has a buyer, liiless there is a specified price, the prospective 
hxjyer could find himself without the land, or he may find himself 
conpeting with someone else. 

If he does not bi^, the prospective buyer stands to lose his option 
(the amount he has put down). Provided the option is not too 
large, this can sometimes be worthwhile. 

13 ► Infoim the students that the agreement of sale reseirbles purchases 
on instalment. The purdiaser has the advantage of piorchasing 
witii a low down-pa>Tiient; the seller avoids some of the problems 
of foreclosure vdien the purchaser does not make payments on a 
mortgage - 



Indicator 

14. General discussion of the students. 
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SUBJHCT 



BUSLNIiSS LAW 



LESSON BLIO LEASES 



INSTRUCTOR'S GUIDE 



OVERVIEW 

In this lesson the student is introduced to the topic of leases. 
It is iinportant that the student understands that it is not absolutely 
necessary to own property to start a business « He will want to 
fully evaluate the advantages and disadvantages of both owning amd 
leasing property. 

Leasing can be a convenient way to start a small business if the 
property needed is available for lease. Once the business is operating 
effectively, the businessman can consider building and owning his 
premises. In som cases, however, the starting businessman will find 
he can obtain more credit if he oims the real estate. 



OBJECTIVE 

Students will be aware of the basic elements of a lease, and will 
know the points to consider in negotiating a- lease. 



REFERENCE MATERIAL FOR INSTRUCTOR 

1, Anger, W.H, and Anger, H,D, Summary of Canadian Commercial Law , 

Toronto: Sir Isaac Pitman {Cmada) Ltd,, lybZ, pp, 341 - 366, 

2. Chapman, F,A.R, Fundainentals of Canadian Law, ' Toronto; McGraw- 

HiJl CaiiSpany of Canada Ltd,, lybS, pp, 314 - 322, 
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RESOURCES REQUIRED 

1. Flip chart. 

2. Copies o£ a nuniDer o£ leases. 



METHODOLOGy 

1. Do not hand out the Readings immediately. 



OBJECTIVE: STUDENIS WILL BE MARE OF THE BASIC ELEMENTS OF A LEASE 

AND 'WILL KNOW THE POINTS TO CONSIDER IN NEGOTIATING A LEASE. 



Stimuluis 

2. Ask the students: "What is a lease?" 



Clarifi^ Problem 

3. Have the students contribute their e;3q)eriences with leases, per- 
haps of houses or states, to a group discussion. 

Have them list on the flip chart and discuss all the factors to 
consider in negotiating a lease. 

Provide Information 

4 Hand out the Readings ; read and discuss the Purpose, Introduction 
and Section 1. 



PURPOSE 

This lessen will deal with the 'nature of leases and the 
points to consider in working out a rental contract. 



INTRODUCTICN 

Many starting businessmen may find it inpossible to buy land 
and construct their own building(s) . This means they will con- 
sider leasing land and buildings for their business operations. 
In some cases this may bo the best way to start. Ihe businessman 
is usually short of money to start up the bt^iness. If he can 
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lease a biiildirig, he does not tie xip his money in land and 
binldings. This leaves inore money available for the operation 
o£ the busiaess. 

A starting bu'^inessman may not be sure o£ the best location 
for a busiaess. Leasiag property permits him to determine \\rfiether 
he has the ri^t location before he invests a large amount of 
money in real estate. Leasing also gives a person an opportunity 
to get started sooner than would otherwise be possible, especially 
if the businessman has— the worry and responsibility for the con- 
struction of buildings. 

Tlie leasing of land and buildings may give the starting 
businessman more flexibility. It is, however, difficult to gen- 
eral.ize whicli is tlie best approach. Tliere are advantages . to 
building, and to owning your own land and building. It is easier 
to obtain credit if you have your own real estate, and payments 
on tlie real estate are a form of forced sa\dng since you are 
building up your equity. 

Since many starting businessiren will be considering leasing 
a.s a way of obtaining the land and buildings needed to go into 
business, tliiii lesson will deal with some of the main points you 
should consider in leasing. 



CONTENT 

1. Definition of a Lease 

A lease is a contract by whidl the owner of land and 
buildings' (landlord^ giA/es the use of his property to another 
person {tenant) for a certain length of time and for a cer- 
tain amount of money. The money paid for the lease is called 
rent. The lease must comply with all the requirements of a 
contract . 



5. • Read and discuss Sections 2,. 3 and 4. 



2. A Lease Should Be In Writing 

Since leases deal with land and buildings (interest in 
land), a lease must be in writing if it is to be enforceable. 
It is wise even for short leases to have the lease in writing 
to avoid misunderstandings which often develop in verbal ne- 
gotiations . 
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Points to Cmsider in Negotiating a Lease 



Most leases for the rent o£ a house, an. apartment or 
other dwelling are made on a verbal basis. A business lease 
should howeA/er be carefully negotiated, prepared, and written. 
The use of a lawyer will be required in preparing the lease, • 
but the following points will help you in working with the 
lawyer. 

a. li^ngth of Lease 

The length of tiie lease may be for a fi^oed period, at 
the end of which the tenant must leave. No notice is 
required in this case. If the tenant leaves before the 
, end of his lease he is responsible for the rent for the 
remaining part of the fixed period. 

Tne length of lease may be set for a. minimum period of 
six months, a year, or any other predetermined length 
of time, then continue on a month-to-month, or year-to- 
year basis. In this case, a notice is required after 
the minimum period. The. length of notice required 
usually corresponds to the rent payment dates, for ex- 
aiiple a month's notice is required if rent is paid 
every month. 

b. The Payment of Rent 

The method of payment of rent should be clearly set out 
in the lease. Is part of the rent payable in crop 
shares as is the case in some farm leases? Is it pay- 
able from the sale of such crops when they are sold, or 
is the landlord's share of the crop delivered directly 
to him? The lease should clearly set out how and where 
the rent is payable to tlie landlord. 

c. Payment of Municipal Taxes 

The lease should indicate \Aio pays the mmicipal taxes. 
In some cases the landlord pays the taxes while in other 
cases the tenant pays the taxes. In some agreements, 
there is a split in taxes and the tenant pays any in- 
crease in taxes. 

d. 5iA)letting the Leased Property 

Most leases will permit a tenant to sublet or lease pro- 
perty (viiich he is leasing) to someone else. The first- 
. tenant remains responsible for the payment of the rent. 
The person to whom the lease is sublet must observe the 
conditions nentioned in the lease. 

e. Permanent Inprovement to Leased Land and Buildings 

'Ihe question of what happens to the iiT5)rovements you make 
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to leased property s^o\'ld be considei^d when making the 
lease; what happens tc a walk- in-cooler you add to a 
building, wliat happens to special light fixtures or 
built-in cupboards? Does liie tenant have the ri^t to 
reirove these at the end of the lease or do they remain 
with tile building? 

The practice in this matter is that the tenant can re- 
inove his inprovenents , provided he does so without dam- 
age to the building. 

f • Repairs 

Ihe lease should foresee who is responsible for repairs 
to the leased property. When the repairs are to be 
shared, the lease should list the repairs to be made by 
the landlord and those to be made by the tenant. If 
repcirs are not mentioned the situation may arise where 
no one legally is responsible for making any repairs 
(except those for v^iich the tenant is responsible due 
to his carelessness or misiase) . 



4. Summary 

The lease is a contract which will bind both the land- 
lord and the tenant. It is inportant to carefully read the 
contents of a written lease to ensure you uaderstand all the 
points. Many clauses In a l^ase are automatic, and failure 
to read them may lead to serious misunderstanding cf the 
terms of the lease. 



6 , Conpare the points listed in the Readings to those listed by the 
students at the beginning of the lesson. 

7, Distribute copies of various leases to the students. Ask the 
group to divide into sub-groips of four or five, and to study the 
leases • 



Indicator 

8^ Have the studer^ts assemble and discuss the leases. 
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SUBJECT BUSINESS L^W 



LESSON BLll MORTGAGES 



INSTRUCTOR'S GUIDE 



OVERVIEW 

Most students will require a knowledge o£ mortgages at some tijne 
or other, either for business purposes or- for their own personal needs. 
The lesson explains the nature of mortgages , the difference in type of 
inortgages due to the land registration system, the need for registra- 
tion of mortgages and finally the mortgagee's remedies in case of de- 
fault. 

The topic of mortgages is a technical one. This lesson can only 
hope to give the students an awareness of vftiat is involved in a mortgage 
so they can more easily work with a lawyer. 

The use of examples and illustrations would be of great help to 
the students. 



OBJECTIVE 

The student will be able to explain the nature of a real estate 
mortgage and v^iy registration of a mortgage is necessary. 



REFERENCE MATERIAL FOR INSTRUCTOR 

1. Anger, W.H. and Anger, H.D. Sunmoary of Canadian Comrpercial Law. 

Toronto: Sir Isaac Pitman (LsiiadSL) Ltd., lybZ, pp. 211 - 223. 

2. Chapman, F.A.R. Funrlamentals of Canadian Law. Toronto: McGraw- 

Hill Conpany of Canada Ltd., iy()5, pp. 309 313. 
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RESOURCES REQUIRED 

!• Copies o£ mortgages on residential cr business pixDperty. 

2. Arrange trip to Land Registry office or Land Titles office. 



METHODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and Intro- 
duction. 



P URPOSE 

In this lesson you will study real estate mortgages. 



INTRODUCTION 

In lesson BL7, "'Special Contracts: The Sale of Goods'', you 
learned* about chattel mortgages. You saw that if you borrow a- 
gainst your car, the person lending you the money would, register 
a.daattel mortgage tc protect himself against the sale of the car 
to someone else. The chattel mortgage shows the payments to be 
made, and provides for the remedy (the action taken by the lender) 
i^iich can be taken in case of non-payment. You will recall that 
the person vdio has the chattel mortgage can repossess the goods 
against which he has loaned money. He can sell the goods, and can 
sue for the balance of the price if it is not enougji to pay off 
the loan. 

In this lesson you will study another type of mortgage. This 
is the real estate mortgage vSiich is taken on lard and buildings. 
The chattel mortgage can be taken on personal property, such as 
household furniture, cars, trucks, boats, machinery and equipment 
of all types, livestock, etc. 



OBJECTIVE: THE STUDENT WILL BE ABLE TO EXPLAIN THE NATURE OF A REAL 
ESTATE >40RTGAGE AND WHY REGISTRATION OF A MORTGAGE IS NEC- 
ESSARY. 



Stimulus 

2. Ask students to define a real estate mortgage^. List various defin- 
ations given by students on the flip chart and discuss. 
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Qarify Problem 

3. Ask students to list the different situations in which people use 
a mortgage. Exa3i5^)les of answers students may give: 

a. purchase of a home; 

b. purchase of business location (land and bioilding) ; 

c. to obtain a loan or credit on a property which is already 
owned (a person v4io has paid in full for his property but who 
later wants to mortgage it to secure a loan) ; 

d. mortgage on a residence vdiicli is fully paid to help secure a 
loan for a business. 



Provide Information 

4.1 Read Section 1 of the Readings. 



CONTENT 

1. What is a Real Estate Mortgage? 

A mortgage of real estate is a contract by which a per- 
son buying land and buildings can pledge the land and build- 
ings as security for a loan. The loan may be ixsed towards 
the purchase of the land and the buildings, or it may be used 
for some other purpose. The mortgage gives the person giving 
the loan or credit security oh the real estate. 

It is also possible to have a clear title to real pstate 
property (laiid and buildings) and to mortgage the property to 
obtain a loan. In tliis case the person owning , the property 
(mortgagor) mortgages his property to the person giving the 
loan (mortgagee) . 

You will recall in lesson BL9, "Ownership and Transfer 
of Real Estate", you were introduced to two types of land re- 
gistration systems: the *old* system, and the 'new' or 
'Torrens* system. 

Each of the two systems of land registration has a dif- 
ferent way of recording mortgages against real estate. Uh- 
der the old system, the mortgagor (person owning the real es- 
tate) virtually makes a transfer of the property to the per- 
son making the loan uatil the debt is^paid back. The raort- 
gagor retains possession and has an equity of redenption. 
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vdiich sets out the terms on which the >>wner can redeem his 
land. Ihder the new or Torrens system, the land is not 
actually transferred from the mortgagor to the mortgagee^;. 
The Land Titles office records a 'charge' against the land, 
thus in iicating that money is owing against the land. 



5. Have students look at a copy of a mortgage. Let students work in 
small groi^js; suggest they review the mortgage. Invite questions. 

6. Read and discuss Section 2 of the Readings. 



2. Registration of Mortgage 

A mortgage is a contract. A mortgage document is nor- 
mally drawn iqj by a law^-er v^o knows all the ways to protect 
the parties to the u^^itiact (search of title, etc.). Tlie 
mortgage document is binding on the mortgagor as soon as it 
is signed. But for the protection of the inortgagee (the per- 
son making the loan and taking 1±ie real estate as security) , 
the mortgage should be registered as soon as possible, at the 
appropriate Land Registration office or Land Titles office 
handling the real estate in which the mortgaged property is 
located. 

If the mortgaged property is not registered, the land 
could be mortgigpd a number of times with the person first 
registering the property having the priority. The date of 
registration determines the priority of the registration. 

It is possible to have more than one mortgage on pro- 
perty. IMder the Torrens system, the registrar registers a 
charge as each new mortgage is registered. The first mort- 
gage is the most secure since a second mortgage is only good 
if there is money to pay out the first mortgage. 

Under the old system, a second nortgage cannot have a 
transfer since this is done for the first mortgage. The 
second or subsequent mprtgagp is really only an equity in 
the property. 



7. Read and discuss Sections 3 and 4 of the Readings. 



3. Re payment of the Mortgage 

By means of the mortgage, the mortgagor gives real estate 



ERIC 



1766 



as se^H-irity for credit or a loan. By the mortgage contract, 
the nKjrtgagor undertakes to repay the loan \^/hich he made. 
He agrees to repay the loan along with interest at an agreed- 
vpoa rate. ' The mortgage should indicate how the loan will be 
repaid on a monthly, semi-annual, annxial or lump sum basis. 

The -mortgagee who gives the loan can repossess the pro- 
perty i£ the money owed him is not paid. In addition to re- 
Xjossessing, the mortgagee can sue the mortgagor personally 
for any difference between the value of the property and the 
loan amount. 



4. Sale of Mortgaged Property 

A person v;ho has mortgaged some prcpe* :y can sell the 
property at any time. Ihe person bt^^ing the mortgaged pro- 
perty takes the property subject to the mortgage. He may pay 
the seller the eqmty v^iich is due to him and he may take over 
the mortgage payments for the balance. If this purchaser does 
not make his payments the mortgagiee can go back to the ori- 
ginal mortgagor to get his payments. Ihios the person selling 
mortgaged property can still be liable for payments on the 
mortgage if the new purchaser does not make them. 



8. Ask students: "What can the mortgagee do if the mortgagor does not 
pay his mortgage?" List answers on the flip chart and discuiss. 

9. Read and discuss Sections 5, 6 and 7 of the Readings. 



5. Mortgagee's Remedies on Default 

If titie mortgagpr does not make his payments, the mort- 
gagee who has money owing to him can take varioios legal 
actions . Ifost of these are quite technical and would require 
the assistc-mce of a lawyer. There is only need to mention 
some of the remedies (ways tc settle the problem) • 

a. He can sv^ the mortgagor for the amount which is not paid. 

b. He can sue for possession of the property. 

^ c. He can sue to get title to the property (foreclosure) . 

d. He can sue for sale of the property by the court. 

e. He can demand possession and take possession if the 
mortgagor vacates. 

f . He can collect the rents if the mortgagor has rented the 
property to a tenant. 
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6. Discharge of Mortgage. . 

]men the full debt or ajuount owing against a property 
has been paid in f.\ll, the mortgagor is entitled to a clear 
title to his property. Ihis is referred to as a discharge 
of mortgage. Ihe discharge, in effect, does tlie reverse of 
the mortgage. Under the old system of lar^l registration, the 
discharge transfers the property back to the mortgagor and 
under the new or Torrens system, it removes the charge against 
the title. 



7. Summary 

The topic of mortgages is a very in\roIved one and would 
require a whole course to cover its different aspects. Our 
purpose here is merely to introduce you to the nature of a 
real estate mortgage. 

As we have seen m the lesson, the mortgage of real es- 
tate is a document by i^tfiich a person who gives another person 
credit or a loan receives some security for the loan. Ihe 
registration of the mortgage by the TOrtgagee (person lending 
the money) is necessary to prevent other people also getting 
mortgages on the same property. 



Indicator 

10. Ask students to explain, ia writing, their ideas of what a mortgage 
is and why registration of a mortgage is necessary; ask them to 
include exanples of mortgages. 

11. Arrange a trip to a Land Registry office or Land Titles office. 
Stxjdents may wish to prepare a list of questions which they mi^t. 
ask, or they may sin5)ly list areas where clarification of the sub- 
ject is necessary. - 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB38 WORKING CAPITAL 



INSTRUCTOR'S GUIDE 



OVERVIEW 

This lessen deals with, the factois which increase or decrease the 
working capital of a business. It is possible for a small business to 
have quite adequate assets but to run short of workiag capital needed 
to operate the business. It is also quite possible for a bxasiness to 
start in a good working ct^ital position and to gradually see this 
working capital depleted. 

A comncn error of small business managers is the use of current 
assets to purdiase. fixed assets. Ihis decreases the amount of working 
capital i^iiidi the business has available. Fixed assets should be pur- 
chased by means of long or intermediate teim loans, unless the business 
has an uiusually large amount of woiicing coital vSaich it does not vse. 

Another cozanon error of small business managers is the withdrawal 
of large amounts of cash or stock for personal use. The working cap- 
ital is depleted if more is withdrawn than the business earns in profit. 

A situation which does not reduce woiicing capital but does render 
it of little use is that in viiidi money is tied up in accomts receiv- 
able. If these accomts are not paid regularly, the rmtey is not avail- 
able for payment of current liabilities. In this situation, a small 
business may show a reasonable woiicing capital but have little actual 
money available for payment of bills. 



OBJECTIVE 

The students will prepare and analyze a Statement of Source and 
Application of Fuids. 
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RESOURCES REQUIRED 

1. Case FAB38-1, "J.H. Johnson". 

2. Exercise EAB38-1, "Mic Mac Market". 



METHODOLOGY 

1. Hand out Readijigs; read and disciis.5 the Purpose and Introduction 
with the students. 



PURPOSE 

In this lesson you will learn the meaning of "working cap- 
ital", and you will study the flow of cash throu^ the analysis 
of a Statenent of Source and ^plication of Finds. 



INTRODUCTION 

In business it is inportant to know your cash position at all 
tLmes. It is enbarrassing to have statements for merchandise come 
due and not have the cash to pay for them. This could also result 
in a cancellation of your credit privileges. A business needs a . 
steady stq)ply of working capital and you, the owner, need to know 
\*LeTe the iraiey comes from and i^ere it is going. 



OBJECTIVE: THE STUDENTS WILL PREPARE AND ANALYZE A STATEMENT OF SOURCE 
AND APPLICATICN OF FUNDS. 



Stimulus 

2. Hand out and read Case FAB38-1, "J.H. Johnson". Discuss the 
questions at the end of the case. 



Qarify Problem ^ . 

3. Itead Section 1 to the end of the exanple with the students. 
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CONTENT 

1. Working Capital 

What is working capital? 

Working capital is the maaey needed to keep thf. business 
going; that is, to purchase merchandise, keep the siialves 
full, sell goods, collect from. ciost one rs , pay for tlie mer- 
chandise, etc. 

Working Capital = Current Assets - Current Liabilities 
a. Exaiiple 



Current Assets 



Cash on Hand 
Cash in Baiik 
Accomts Receivable 
Inventory 
Total Current Assets 



$ 500.00 
1,000.00 
5,000.00 
10,000.00 



$16,500.00 



Cxairent Liabilities 



Accomts, Payable 
Short-Term Loan 
Taxes Payable 
Total Current Liabilities 



6,000.00 
500.00 
100.00 



6,600.00 



Working Capital 



$ 9,900.00 



Provide Information 



4.. 



Using the information in Johnsoi^s Balance Sheet, have the students 
calculate Johnscn's working capital. 



Solution: 



Current Assets 



Cash on Hand 
Cash in Bank 
Accoints Receivable 
Inventory 
Total Current Assets 



$ 853.72 
208.22 



2,499.61 
14,009.00 



$17,570 < 55 
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Current Liabilities 

Taxes Payable $ 99.22 

Oistoner Deposits 184.29 

Trad^ Accounts Payable 2,861.55 . . 

Total Cuirent Liabilities $ 5,145.04 

Working Capital $14,425.51 

5. Discuss the amount of working capital a business needs. Then con- 
tinue with Section 1 o£ the Readings. 



Generally speaking, the rigjit amount of working capital 
for a business to have is the amount needed to keep your 
business operating smoothly. This amount varies from busi- 
ness to business and from season to~season. Too little 
working capital means inability to pay bills, enbarrassment, 
and lost sales, v*iile too much means money is not being lised 
to your advantage. 

Ways businessmen can calculate and control the flow of 
needed cash are: 

a. Separate your personal cash from your business cash. 

b. Keep records. Kiow v^iere your money comes from - sales, 
cash received on account, loans, sale of fixed assets. 
Kiow vfeere your cash is going - to pay for goods , ex- 
penses, loans, owner's drawings. 

c. Calculate your cash receipts and expenditures month by 
month. In this way you build up records which show sea- 
sonal needs. 



6. Discuss with the students hew you can find out viiere your finds 
came from and where they went. Read Section 2 of the Readings. 



2. Source and Applicaticn cf Finds 

This is a year-eud statement which shows the manager 
viiere the funds came from, vSiere the fuids went and vdiat 
aianges took place in working capital. 

Working capital is affected by changes ixi: 
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a. Fixed Assets 

b. Long Term Liabilities 

c. Equity 

Exajnples 

(1) Sale o£ fixed assets increases working capital. 
Purchase of fixed assets decreases working capital. 

(2) Payments of long-term loans decrease working cap- 
' ^ ital. 

(3) Putting profits into equity increases working cap- 
ital. 

Owner withdrawals from equity decrease working 
capital. 

(4) Depreciation, viiich does not require an outlay of 
cash, increases working capital. 

NOTE: Below we provide an exanple of a Statement of Source 
arid -Application of Finds... 



NAME OF BUSINESS 
STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
FOR YEAR ENDING 



SOURCES OF FUNDS 

FRCM CURRENT OPERATIONS 

NET PROFIT 

PLUS: DEPRECIATION 



SALE OF FIXED ASSETS 



LOANS 



TOTAL 
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APPLICATION OF FUNDS 

PURCHASE OF FIXED ASSETS 
LAND 

BUILDINGS 
EQUIPMENT 

LOAN REPAYMENTS' 
OWNER DRAWMS" 

TOTAL 



NET CHMGE IN WORKING CAPITAL 

TOTAL SOURCES 

MINUS: TOTAL APPLICATION 
INCREASE (DECREASE) 



CHANGES IN WORKING CAPITAL 



BALANCE SHEET 
BEGINNING ENDING 



CASI7. 

ACCOUNTS RECEIVABLE 
I^JVENTORIES 

CURRENT ASSETS 
CURRENT LLABILITIES 

WORKING CAPITAL 



CHANGE IN WORKING 
CAPITAL 



7. Read and discuss Section 3 of the Readings with the students. 



3. Summary 



The working capital of a business is defined as the ex- 
cess of current . assets over current liabilicies. 
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Current Assets 
MINUS Current Liabilities 



EQUALS Working Capital 

This figure has always been considered inportant by 
creditors as an easily in^^erpreted nieasure of the short-run 
solvency of a business tiie ability of the business to 
finance current operations and to meet current liabilities 
as they fall due. 

The busmessman can use the working capital analysis 
to see what his needs for financing are for the coining year. 
He can then make arrangements for financing well in advance 
of his needs. 



Indicator 

8. Hand out E^ffircise FAB38-1, 'Wic Mac Market", Have the students 
prepare a Statement of Source and Application of Funds. After the 
students have prepared the Statement, have them prepare a short 
written analysis of vdiat they would recommend m the way of short- 
term financing. 
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Mic Mac Market 
Statemeat of Source and implication of Imds 
For year ending Decent er 31, 1972 



Source of Funds from Current Operations 

Net Profit for Year $12,815,34 
Plus: Depreciation 1,500,00 

Total from Sources $14 , 31 5 , 34 



Applicaticn of Funds 

Loan Repayments $ 1,200^00 

Owners Drawings 6,500,00 

Total implications 7,700,00 

Increase (Decrease) 

in Working Capital $ 6,615,34 



Changes in Working Capital 



Balance Sheet Working Capital 

Jsa. 1, 1972 Dec, 31, 1972 Increase (Decrease) 



Cash 


$ 1,675.29 


$ 213.75 


$(1,461.54) 


Bank 


7,079.91 


11,406.98 


4,327.07 


Accounts Receivable 


1,843.93 


3,453.90 


1,609.97 


laventory 


2,103.92 


3,376.19 


1,272.27 


Total Current Assets 


12 , 703.05 


18,450.32 


5,747.77 


Current Liabilities 


C4,151.86) 


(3,284.29) 


867.57 


Woricing Capital 


$ 8j551.19 


$15,166.53 


$ 6,615.34 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB38 WORKING CAPITAL 



CASE FAB38 - 1 
J. H, JOHNSON 



J.H. Johnson, a local outfitter, started business on January 15, 
1970. He was interested in finding out how imch money he inade in his 
first* year, so on December 31, 1971 he prepared a Profit and Loss State- 
iiient and a Balance Sheet (the Balance ^eet is on the next page) . With 
these two statements, he knew he could find out \Aiat the financial pos- 
ition of his business was for the year. 

By knowing \AieTe the money had come from and where it had been 
spent, Johnson would be able to see the ability of his operation to 
pay its bills. He also would be able to plan his operations for next 
year, convert his current assets to money, and make the money on hand 
work for him. In order to acquire the needed information, he made up 
a Source and Application of Funds Statement. 



Questions for Discussion 

1. IVhat does source and application of funds mean? 

2. What is working capital? 
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SUBJECT 



I IMANCE, ACCOUNTING, BOOKKEEPING 



LESSCN FAB38 WORKING CAPITAL 



EXERCISE FAB38 - 1 
MIC MAC MARKET 



Instructions 

Prepare a Statement of Source and Applicaticr. of Funds for Mic 
Mac Market dated Decenfoer 31, 1972 using the following Profit and Loss 
Statement and Balance Sheet. You will also need the Balance Sheet for 
1971 as given in Exercise FAB37-1. 



Mic Mac Market 
Profit and Loss Statement 
For year ending Deceiiber 31, 1972 

Income 



Cash Sales 
Credit Sales 
Other Receipts 



Cost of Goods Sold 

Inventory, be ginning 

Purchases 

FreisJit 

Cost of Goods Available for Sale 
Less: inventory, ending 
Cost of Goods Sold 

Gross Profit 

Total Expenses (following page) 
Net Profit 



$55 , 391.24 
4,167.33 
2 , 393.16 

$61,951.73 



$ 2,103.92 
36,975.45 
4,316.92 
43,396.29 
5,376.19 

40,020.10 
$21,931.63 
9,116.29 
$12,815.54 
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Expenses 



Ernployee Net Wages $2,210.00 

Enployee Income Tax 191.50 

Emplc/ee CPP-UIC 63.18 

Enplo-cr CPP-UIC 63.18 

Supplies, Postage, Stationery 309.41 

Li^t, Heat, Water 201.16 

Eent 3,060.41 

Repairs . 316.34 

Delivery 98.25 

Telephraie 192.16 

Interest 90.00 

Accounting, Legal 45.00 

Taxes, Licences, Fees 295.00 

Advert is ing 1 39 . 16 

Bank. Service Charge 10.95 

Bad Debts 331.00 

Depreciation 1,500.00 

Total Expenses $9,116.29 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB39 



PLANNING AND BUDGETING 



INSTRUCTOR'S GUIDE 



OVERVIEW 



Planning must be applied to all phases of business operations 
production, sales, personnel, finance, and so on. The success or 
failure of a new business hangs in balance during the first year or 
two of business operations. During this critical period, the quality, 
of management will determine the outcome. Planning is one of the 
management functions which cannot be neglected, even though the small 
businessman may only have a limited amount of time available for 
planning. 

In this lesson the student will examine the financial management 
planning tool called budgeting. You will see what budgeting is and 
how it is used to plan and direct the financial actions of a business. 

The instructor should illustrate with many examples the points 
made in the lesson to help students see the practical usefulness of 
budgeting. ' 



OBJECTIVE 

The students will relate the functions of planning and controlling 
to the use of budgets iji business. 



METHODOLOGY 

1, Hand out the Readings and read the Purpose and Introduction, 
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PURPOSE 

In this lesson you will look at the financial side o£ plan- 
ning. 

INTRODIJCriON 

In the ManageiTient Process lesson MP7, "The Planning Function", 
planning was d3£iiied as the laying out, preferably on paper, of 
a future course of action. Planning was then broken down int.o 
the four following areas : 

1, Planning for sales 

2. Planning for profit 

3. Planning for personnel 

4, Planning for production 

When you are involved in planning the activities of your busi- 
ness, you jnust decide vA-io is going to perfoiTn them, and how they 
are going to be performed. You must always be aware of the fin- 
ancial side of planning; that is, how mich money you can expect 
to take in from the activities and.howmich you mist spend in or- 
der to perfoiTn the activities. The financial side of the plan- 
ning function is usually referred to as a budget. In this lesson 
you will examine some of the diaracteristics and uses of budgets 
in business. 



OBJECTIVE: THE STUDPTS WILL RELATE THE FUNCTIONS OF PLANNING Af© CON- 
TROLLING TO THE USE OF BUDGETS IN BUSINESS. 



Stijnulus 

2. Ask the students to explain in their own words what budgeting is. 



Qarify Problem 

3. Have one of the students list on the flip chart the suggestions 
of the group. Then have the students develop the definitions 
on vAiich they all agree. 
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Provide Infbrmatioa 

4, Read and discuss Section 1 of the Readings. 



OONTEN T 

!• The Use of Budgeting 

You have seen that plann^ng is one of the nKJSt iirport- 
ant functicxis of managenent. Much, of the financial planning 
of business is based on budgets. A budget may be defined as 
a financial plan showing expected incojne and outlays for a 
given period of time. 



5, Read and discuss Section 2 of the Readings. Relate the content in 
this section to the students* definition of budgeting. 



2. Purposes of Budgets 

A well-prepared budget helps management in many ways. 
Its main purpose is to serve as a guide in planning financial 
operations* A second pinpose is to establish limits on ex- 
penditures. Although! budgets are only estimates they should 
be used to set limits within which the financial operations 
of the business should operate. If you spend too much money 
for certain activities you should attenpt to cut expenses in 
another area. 

Mother iii5)ortant purpose of a care fully -prepared budget 
is to encourage you to make an analysis of all present oper- 
ations. Qi the basis of this analysis, you can decide which 
activities can be cut back, and which can be maintained or 
expanded. Budgets are used for control puiposes. 



6. Ask the students if budgets can be prepared for the various activ- 
ities of a business. List the types of budgets that they suggest 
on the flip chart. 

7. Read and discuss Section 3 of the Readings. Relate the content of 
this section to the list prepared by the students. 
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3. Types of Budgets 




ine iiTsr Duagex to oe prepare a is trie sales Dudget. 
This is an estimate o£ the total expected sales during the 
budgeting period. The methods for estimating (forecasting) 
sales are discussed in Marketing lesson MCT3, "Sizing Up a 
Market Opportunity" and Marketing 13 "Analysing your Market". 


Aiother approach to the preparation of . the sales budget 
is to begin with a line graph of sales for recent periods. 
This is projected for the budgeting period. 


When forecasting sales for an up-coming period you must 
attenpt to anticipate any factor or new dewldpment that 
mi^t increase or decrease future sales as conpared with past 
performance. 


In this same manner (conparing past performance with 
e:?q)ected operations and accounting for new developmsnts) bud- 
gets are prepared for production operations, raw materials 
and suqjplies, sales expenses^ labour, additional assets and 
any \itility that requires an iiiportant expenditure. 




Line Graph of Sales 
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8. Ask the stuients how one prepares a budgst. List steps suggested 
on the flip chart. 

9. Read aad discuss Section 4 o£ the Readings. Relate to the list 
in point 8 above. 



4. Steps in Budgeting 

The first step in budgeting is to make plans for the 
period ahead. Using the records of past performance as the 
starting point, you must study all the inportant phases of 
tlie business. Then you prepare estimates for the budgeting 
period. 

Ihe second phase is the planning and maintenance of 
records of e:?q)enditures during the budgetary period. Ihese 
records must be accurate, up-to-date and relatively easy to 
interpret. Records of this sort enable you to make compari- 
sons from time to time to see hoiv actual e^cpenses are falling 
into line with the estimates that you have prepared. 

The third step is to study any actual differences be- 
tween original estimates and actual e^cpenditures . In some 
cases, you mi^t decide to alter the budget - for instance, 
when you have musual capital costs, such as replacing equip- 
ment, enlarging a building or making some other modification 
that has not been planned. However, in most cases, you 
should take steps to bring expenditixres into line with the 
original estimates. 



10. Read and discuss Secticxi 5 and 6 of the Readings. 



5 . Budgetary Control 

Management uses budgets for control puiposes. When they 
•are well prepared and realistically based on past perfor- 
mance, they serve to reveal weaknesses in the business, en- 
able one to make coTipariscxis that show trends , and help to 
maintain balance between the various activities of the busi- 
ness . 



Budgetar/ control helps shape over-all plans, set per- 
formance standards, and co-ordinate activities in order to 
meet the goals of the business. Budgetary control is achieved 
throu^ the use of forms i^ich show at a glance both tlie 
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budget estimates and x:¥>-to-date records based on. actual per- 
formance. If there should be any discrepancies in the bud- 
getary plan, they can be spotted immediately and necessary 
action can be taken to either correct the activities causing 
the differences or to make adjustments for the differences 
to other activities. 

In later lessons you will be shown how to prepare two of 
the major budgets of any business the cash budget and 
the operating budget. 



6. Summary 

Budgeting is an inportant tbol for every small business. 
It ensures that you make careful plans before you act and 
that you use foresi^t as well as hindsight. 

Budgets give you a yardstick by viiich you can check 
Jesuits against expectations and estimates. They co-ordinate 
all the activities of the business and help you gain the most 
effective use of your resources with minimum costs. 



Indicator 

11. Ask the students if budgeting is inportant in die planning and con- 
trolling ftnctiois of management. Make sure that students use ex- 
anples Wherever possible in order to clariify their answers. 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



LESSOlNl FAB40 THE CASH BUDGET 



INSTRUCTOR'S GUIDE 



OVERVIEiV 

The amount of cash that a business needs often troubles managers 
of small businesses. And rightly so, because cash is the fuel necessai/ 
for operating the business. 

The amount of cash necessary for financial health and growth depends 
on the type of bxosiness and on the individual o\>^ier. This lesson suggests 
some of the ways managers can find out i^Siether or not they have an ade- 
quate cash supply. 

Only by careful analysis of the business can this be determined. 
To ensure an adequate cash supply, the manager must keep records on which 
to base meaningful forecasts and reasonable budgets. Chly then can he 
control and conserve cash so that it will be available at the right 
time, and so that he will know \Aether or not h'e will need to borrow 
funds. 

The Cash Budget must be prepared with great care, as it predicts 
the inflow and utflow of cash. By preparing a cash budget, the student 
can foresee man/ of the cash needs of a business before they arise, and 
can determine sources of funds that can be used to nieet these needs. If 
sources of funds are not available from inside the business, he can ar- 
range for funds from outside agencies. 



OBJECTIVE 

The stiadents will be able to prepare a Cash Budget. 
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RESOURCES REQUIRED 

1, Case FAB40-1, ^'Preparijig a Cash Budget* \ 



REFERENCE MATERIAL FOR INSTRUCTOR 

1- Broom, Halsey N, and Longenecker, Justin G, Snail Business Man - 

ageinent . 2nd ed, , Cincinnati, Ohio: South -Western Publishing 
iCSrpany, 1966, pp. 379 - 410, 

2. Canadian Institute of Chartered Accountants. Manageinent Aid for 

t he Smaller Conpany , Toronto: The Canadian Institute of 
Chartered Accountants, 1962.. 

3. Sisk, Hciiiy L. Principles of Management > Cincinnati, Ohio: South- 

western PuDlishing CO., lyoy, pp. 594 - 620. 

4. *'Cash Planning in Small Manufacturing Conpanies''. Small Bii:jiness 

Research Series No. 1 , Washington, D.C.: Small Business Ad- 
mxnistration 



METHODOLOGY 

1. Do not hand out Readings iraraediately. 



OBJECTIVE: THE STUDENTS IVILL 3E ABLE TO PREPARE A CASH BUDGET. 



Stimdus 

2, Ask the students to list on the flip chart the ways* in ^^4lich cash 
is used in a business. 

a. purchase of fixed assets 

b. . purchase of inventory 

c. payment of expenses 

d. payiry^nt of liabilities. 

The students mil likely give specific exanq^les in each of these 
broad categories. 
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3. Ask the students to list on another flip chart the sources from 
which a biasiness obtains cash to meet tJie payments listed 
previously. 

a. sales 

b. collection of accounts receivable 

c. loans. 

Again, the students will likely give specific exairples of the 
types of resources. 



Clarify Problem 

4. Ask the students how a businessman can match e3q)enditures with 

receipts in order to make sure he is going to have cash available 
when it is required. Discuss this question with the students. 
List their suggestions on the flip chart. 



Provide Information 

5. Hand out the Readings and read the Purpose and Introduction. 



PURPOSE 

In this lesson you will learn how to prepare a siii5>le Cash 
Budget. 



INTRODUCriON 

If you, as a small business manager, neglect the task of 
financial planning, your business will run into difficulty; you 
will find yourself short of cash and unable to pay your bills. 
Cash management is essential if a business is to operate success- 
fully. You must have money to meet ALL your coaimitments 
including withdrawals. Your cash position at any given time is 
a good indicator of your businesses ability to grow. Even though 
other assets may be in good condition, they are no substitutes 
for cash. You cannot pay off debts with accounts receivable, 
iiiventory, new orders, nor with any capital asset, ^fany small 
business managers overlook the fact that in times of prosperity 
aiid expansion, they have to watch their cash more carefully than 
ever. Many put off studying their cash needs because they think 
it will be difficult and costly. Effective cash management, 
however, is often neither difficult nor costly. 
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6. Ask the students to describe in tlieir own words what a budget is. 

a. A budget inay be tliought of as a statement of business goals 
expressed primarily in inonetaiy terms. 

b. A budget is u plan showing the receipts expected during a 
given period and the expenditures required during that same 
period. 



7. Read and discuss Section 1 of the Readings with the students, 
stressing the necessity for the manager to clearly distinguish 
between the two types of cash. 



CONTENT 



1. Two Types of Cash 

Watching, planning, managing, and consimiing cash can be 
both si3T5)le and direct. To begin, you need to clearly under- 
stand the differences between capital cash and workiiig cash. 

Capital cas'h is represented by the funds spent for 
buildings, fixtures, machinery, equip nent, and tools; that is 
items that become fixed assets on your Balance Sheet. Sr-^ces 
of capital cash are investment, earned and retained profits, 
from operations, and reserves set aside for depreciation. 

Working cash is represented by the funds spent for 
• materials, labour, and overhead; that is, all expense items 
occurring in the operation of the business . The principal 
source of working cash is income produced by the business. 

Many small business managers fail to recognize the diff- 
erences between capital cash snd working cash. They do not 
understand the role that each kind plays in a business. As 
a result, they make mistakes in cash managemant. 

For example, failure to distinguish between capital 
cash and working cash and the requirements for each 
may lead the small business manager to invest in equipment 
or other fixed assets with the result that cash might have 
to be borrowed to pay current liabilities as they become due. 
The point is that cash should be conserved. 
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8. Read Section 2 o£ the Readings. Refer back to lesson FAB38, 'TVorking 
Capital", in which the student learned how to prepare a Source and 
Application of Funds Statement. This statement shows what funds 
were used for, whereas the Cash Budget shows what funds will be used 
for. 



ERLC 



2. Cash Flow 

Working cash is that portion of your businesses working ' 
capital that is in the form of cash. During the noTinal course 
of operations, cash "flows". That is, cash is used to purchase 
merdiandise, services, etc.; the purchases are converted into 
receivables; and the receivables are paid off by the receipt 
of cash. 



This is the coirplete cash-to-cash cycle: 



Merchandise 
^ Labour 
Expenses 



Cash 



Sales 



Accounts 
Receivable 



Each business has its own time sequence for working cash 
to flow from costs to sal^ \ baqk to cash. For good cash 
jnanage.aent , you have to kn^ approximately the timing and amounts 
of cash you need at any given time to support any given volume of 
business . 

You need only a few sinple calculations to work out the 
pattern of your own cash cycle. Begin by classifying each of 
your major income and out-going items. For exanple, how long 
does it take to collect your money from credit sales? Check 
the number of days from the date a product was sold, to the date 
the payment was made. Using a similar approach, the flow of 
cash may be timed in practical terms for other items. 

The cash cycle of any business is clear-cut evidence of 
how that business is operated. Analysis --by tracing the 
flow and timing of cash, in through sales and out through 
purchases and expenses --will reveal the pattern of how the 
business uses its cash. 
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9. Read Sections 3 and 4 of the :fleadings. 



6. The Cash Budget 

The Cash Budget is sijrply a plan for cash receipts 
and expenditures during a given period/ It is one of 
the most valuable financial tools at your disposal. By 
figuring out your cash needs and cash resources ahead of 
tiine, you place yourself in a better position to: 

a. Take advantage of m)ney-saving opportunities such 
as quantity discounts, cash discounts and so on; 

b. Finance your seasonal business needs; 

c. Develop a sound borrowing program; 

d. Develop a workable p.rograin of debt repayment; 

e. Provide funds for expansion; 

f • Plan for the investment of surplus cash. 



4. Preparing a Cash Budget 

The length of the period to be covered by the 
Cash Budget depends on the nature of your business, 
how airple your supply of cash is, and how regularly cash 
flows into and out of your business. The foim shown 
on the next page is for a sin5)le monthly cash budget. 

The groundwork for preparing a cash budget 
consists of estimating all cash receipts and cash 
payments expected during the budget period. Budgets 
must be carefully planned for cash sales, collection of 
accounts receivable, and other expected cash income. 
The sanie kind of planning must be done for each type of 
payment that makes up the expected cash expenditures. 
If the expected cash receipts total more iJian the 
expected cash payments, the difference is added to the 
expected cash balance at the end of the period. 



ERIC 
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CASH BUDGET 
POR THREE MDNTHS ENDING 







Month 1 


Month 2 


Month 3 








LLXctJ. 










EXPECTED CASH RECEIPTS 














1. 


Cash Sales 














2. 


Collections on Ac- 
coimts Receivable 














3. 


Other Income 














4. 


Total Cash Receipts 














EXPECTED CASH PAYMENTS 














5. 


Raw Materials 
Cor Merchandise) 














6. ' 


Payroll 














7. 


Accounts Payable 
Payments 














8. 


Assets 














9. 


Other Expenses 














10. 


Other Payments 














11. 


Total Cash Payments 














12. 


Expected CasK Balance 
at Beginning. of Month 














13. 


Cash Increase or 
Decrease C#4-#ll) 














14. 


Expected Cash Balance 
at End of Month (#12 
4 #13) 














15. 


Desired Cash Balance 














16. 


Short- teim Loans 
Needed C#15-#14) if 
#15 is larger) 














17. 


Cash Available for 
Short- teira Invest- 
ment C#14-#15 if 
#14 is larger) 
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These budgets are based on experience and on the goals 
you have set for your business. You mist also decide on the 
size of the cash balance that you need to maintain. This too, 
is based on experience. You might, for instance, decide that 
a desirable level is reached when cash is equivalent to the 
sales of a certain number of days. If the cash balance at 
the end of the budgeted period is less than this amount, some 
short- tenn borrowing or changes in plans may be necessary. 
By bringing this to your attention, the cash budget gives 
you time to consider fully all the possible courses of action. 
If, on the other hand the cash balance is larger than you need, 
the excess can be invested in marketable securities. 



10. Using the following exanple, illustrate how the Cash Budget is 
prepared. 



Last Year's 



Estimated 



Estimated 



Cash Sales 


$ 


% 


$ 


$ 


July 

Augijst 

Septeniber 


6,100.00 
6,000.00 
7,000.00 


+7% 
+10% 


427.00 
420.00 
700.00 


6,527.00 
6,420.00 
7,770.00 


Collections on 










Accounts 
Receivable 










July 

August 

September 


800.00 
500.00 
1,000.00 


+25% 
+25% i 
+24% ' 


200.00 
125.00 
250.00 i 


1,000.00 
625.00 
1,250.00 


Other Receipts 










Sale o£ Old 
Equipment in 
September 








500.00 








Cash Purchases 










July 

August 

September 


500.00 
500.00 
600.00 1 






500.00 
500.00 
600.00 
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Payments on 

Accounts 

Pavalile 










July 

August 

Septeinber 


3 000 00 

y yjyjyj % \j\J 

2,500.00 
3,500.00 


+10% 
+10% 


■^nn nn 

*JU u . uu 

250.00 
350.00 


" -''in nn 
2 .0.00 
3,850.00 












July 

August 

Septeinber 


500.00 

500 on 

^\J\J m \J\J 

ROO 00 






500.00 
■^nn nn 

ouu . uu 
500.00 


Loan Payment 










July 
Augiis t 
SeD t emb t 


1 

200.00 
200.00 

7nfi' nn 


— 




200.00 

200-00 
7nn nn 


Purchase of 
New Equipment 










July 

August 

September 








500.00 
750.00 
250.00 




















Operating 
Expenses 










July 

August 

September 


2,300.00 
2,000.00 
2,600.00 


+10% 
+10% 
+10% 


230.00 
200.00 
260.00 


2,530.00 
2,200.00 
2,860.00 



Additional Information 

Cash Balance at beginning of July Budget period \ms $200.00, 
Credit Sales averaged $1,000.00 a month. 



Cash Budget 

For Three Month Period Ending September 30, 19-- 



ERIC 



Eirpected Cash Receipts 

1, Cash Sales 

2, Collections on 
Accounts Receivable 

3. Other Receipts 

4. Total Cash Receipts 



July 


August 


September 


Total 


$6,527.00 


$6,420.00 


$7,700.00 


$20,647.00 


$1,000.00 


$ 67,3,00 


$1,250.00 


$ 2,875.00 






$ 500.00 


$ 500.00 


$7,527,00 


$7,045.00 


$9,450.00 


$24,022.00 
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Expected Cash Payi^ients 

5. Cash Purchaises 

6. Cash Payments on 
Accomts Payable 

?• Payroll 

8. * Loan Payment 

9. Purchase of New 
Equipment 

10. Operating Expenses 

11. Total Cash Payments 

12. Balance of Cash at 
Beginning o£ Month 

13. Increase (Decrease) 
Cash (#4 miniis #11) 

14. Cash Balance at End 

of Month (#12 plus #13; 



$ 500.00 

$3,300.00 
$ 500.00 
$ 200.00 

$ 500.00 
$2,530.00 


$ 500.00 

$2,750.00 
$ 500.00 
$ 200.00 

$ 750.00 
$2,200.00 


$ 600.00 

$3,850.00 
$ 500.00 
$ 200.00 

$ 250.00 
$2,860.00 


$ 1,600.00 

$ 9,900.00 
$ 1.500.00 
$ 600.00 

$ 1,500.00 
$ 7,590.00 


$7,530.00 


$6,900.00 


$8,260.00 


$22,690.00 


$ 200.00 
f3.001 


$ 197.00 
$ 145.00 


$ 342.00 
$1,190.00 


$ 200.00 

$ 1.332. nn 


$ 197.00 


$342.00 


$1,532.00 


$ 1,532.00 



11. Using the information in point 10 and the following information, 
prepare Profit and Loss Statements for the three months in order 
to illustrate that a Net Profit does not necessarily mean an 
increase in cash. 

Additional Information: 



a. 
b. 



c. 
d. 



Credit Sales estimated at 25% of Cash Sales. 
Inventory estimated at beginning of month: 

July $6,700.00 

August $6,900.00 

September $7,500.00 
Inventory estimated on hand September 30 at $4,000.00, 
Credit Purchases: 

July $2,950.00 

August $3,850.00 

September $4,200.00 
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Profit and Loss Statement 
For Three MDnth Period Ended Septeniber 30, 19 





July 


AugiiSt 


Septeniber 


Total 


Income 










Cash Sales 


$6,572.00 


$6,420.00 


$7,700.00 


$20,647.00 


Credit Sales 


$1,631.00 


$1,605.00 


$1,925.00 


$ 5,161.00 


Other Revenue 






500.00 


$ 500.00 


Total Income 


$8,158.00 


$8,025.00 


P10,125.00 


$26,308.00 


Cost o£ Goods Sold 










Inventory, Beginning 


$6,700.00 


$6,900.00 


$7,500.00 


$ 6,700.00 


rTircnases 


^fz A cn nn 
i>l>,43U. UU 


ip'f, ooU . UU 


iA Qnn nn 
iIi4,oUU . UU 


ipl/ , OUU . UU 


Cost of Goods Available 










for Sale 


$10,150.00 


$11,250.00 


$12,300.00 


$19,300.00 


Less : Inventory , Ending 


$ 6,900.00 


$ 7,500.00 


$ 4,000.00 


$ 4,000.00 


Cost of Goods Sold 


$ 3,250.00 


$ 3,750.00 


$ 8,300.00 


$15,300.00 


Gross Profit 


$ 4,908.00 


$ 4,275.00 


$ 1,825.00 


$11,007.00 


Expenses 










Payroll 


$ 500.00 


$ 500.00 


$ 500.00 


$ 1,500.00 


Operating 


$ 2,530.00 


1$ 2,200.00 


$ 2,860.00 


$ 7,590.00 


Total Expenses 


$ 3,030.00 


p 2,700.00 


$ 3,360.00 


$ 9,090.00 


Net Profit (Loss) 


$ 1,878.00 


!$ 1,575.00 


.$(1,535.00} 


$ 1,917.00 



Indicate to the students that the Profit 2nd Loss Statement shows 
Net Profits being made in July and August: . The Cash Budget, however, 
shows a decrease in cash in July and an increase in cash in August. 
Thus, a Net Profit does not necessarily mean that the cash balance 
will increase. The Profit and Loss Statement also shows a Net Loss 
in September, while the Cash Budget shows an increase in the cash 
balance. Discuss this with the students. 

12. Read and discuss Section 5 of the Readings with the students . 



5. Summary 

The management of cash is just as in5)ortant as the manage- 
ment of sales, production, or merchandising. Many businesses 
have failed because ox mismanagement of cash. Tlie techniques 
described in this lesson cash flow and Cash Budget 
serve many purposes. They help you to keep last-minute 
decisions and surprises at a minimum; tp set standards of 
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performance for various activities of your business and to 
anticipate financial needs and the effects of policy changes. 
The Cash Budget and cash flow are valuable aids to use in 
discussions with prospective lenders. They help you answer 
such questions as these: 

a. Will I need additional money? 

b. IVhen will I need it? 

c. How long will I need it? 

d. How much do I need? 

e. Where can I get it? 

f . How much will it cost? 

g. If I borrow it, how can I repay it? 



Indicator 

13. Hand out case FAB40-1, "Preparing a Cash Budget". Read the case 
and have the students prepare a Cash Budget using the ihfomation 
provided in the case. 



Murdock Tents Ltd. 
Cash Budget 

for January, February, March, and April 19 . 



Expected Cash Receipts 

1. Collections on 
Accounts Receivable 

2. Other Receipts 

3. Total Cash Receipts 

Expected Cash Payments 



4. 
5. 



6. 



Material Purchases 
Payments on 
Accounts Payable 
(8 oz. Ducking) 
Labour Costs: 

Plant 

Cutting 

Hauling^ 

FinisMng 
Total Labour Costs 



January 
$ 



February 
$ 



March 

$ 



$ 



Total 

$ 



10,000.00 


27,000.00 


23,800.00 


22,200.00 


73,000.00 
10,000.00 


10,000.00 


27,000.00 


23,800.00 


22,200.00 


83,000.00 


1,200.00 


1,200.00 


1,200.00 


400.00 


4, 000. DO 


4,000.00 


16,800.00 


13,600.00 


12,000.00 


46,400.00 


2,560.00 
4,000.00 
750.00 
1,320.00 


2,688.00 
1,386.00 


2,944.00 
1,518.00 


2,432.00 
1,254.00 


10,624.00 
4,000.00 
750.00 
5,478.00 


. 8,630.00 


4,074.00 


4,462.00 


3,686.00 


20,852.00 
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January February March 



April 
$ 



Total 

$ 



7. 



9. 

10. 

11, 

12. 
13. 

14. 



Wages : 

J. Fisher 

H. Day 

M. Taylor 
Total Wages 

Other Expenses: 

Travel 

Advertising 

Heat, light, 

power 

Repairs 

Other 
Total Other Expenses 

Loan Payments 

Total Cash Payments: 

Increase (Decreased 
Cash (#3 minus #10) 

Cash Beginning 

Cash Ending 
(#12 plus #11) 



550.00 
450.00 
450.00 


550.00 
450.00 
450.00 


1 

550.00 
450.00 
450.00 


550.00 
450.00 
450.00 


2,200.00 
1,800.00 
1,800.00 


1,450.00 


1,450.00 


1,450.00 


1,450.00 


5,800.00 


200.00 
480.00 

180.00 
50.00 
600.00 


200 00 
300.00 

180.00 
50.00 
325.00 


200.00 
300.00 

150.00 
50.00 
125.00 


400.00 
500.00 

150.00 
75.00 
325.00 


1,000.00 
1,580.00 

660.00 
225.00 
1,375.00 


1,510.00 


1,055.00 


825.00 


1,450.00 


4,840.00"' 




1,300.00 


1,300.00 


1,300.00 


4,900.00 


16,790.00 


25,879.00 


>2,837.00 ; 


!0,286.00 


85.792.00 


(6,790.00] 
11,000.00 


1,121.00 
4,210.00 


963.00 
5,331.00 


1,914.00 
;6,294.00 


(2,792,00) 
11,000.00 


4,210.00 


5,331.00 


6,294.00 


,8,208.00 


8,208.00 



Read and discuss the questions at the end of the case. 
Answers to these questions: 
a. Questions #1, 2 and 3 



February March April Total 



Cash Beginning 


11, 


000. 


00 


4,210 


.00 


5,331 .00 


6,294 . 


00 


11,000.00 


Cash Receipts 


10, 


000. 


00 


2 7, ODD 


.00 


23,800.00 


22,200. 


00 


83,000.00 


Cash Payments 


16, 


790. 


00 


25 , 879 


.00 


22,837.00 : 


20,286. 


00 


85,000.00 


Cash Ending 


4, 


210. 


00 


5,331 


.00 


6,294.00 i 


8,208. 


00 


8,208.00 
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Question #4 



Any business should have a carefully worked out cash budget 
to anticipate the financial strains which the operations 
will place on the biasiness- It vdll point out areas which 
call for careful attention in order not to strain the borrow- 
ing capacity of the business. 

Q uestion #5 

These forecasts are on the basis of producing 600 tents a 
month, but it should be noted that all monchs do not have the 
same number of working days. The difference in working days 
might lead to slack time which can be used to increase 
production in one month in order to meet the demands of the 
next. 

Work stoppages for labour problems, material delivery problems 
or production problems have not been built into the estimate. 
If one of the above problems occurred, it could move costs 
much higher than anticipated. 

Question #6 

It is not too practical to forecast further because Murdock 
Tents Ltd. is not sure what production and sales volume they 
will be facing, nor the price at which they will be selling 
tents . 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 

LESSON FAB40 IHE CASH BUDGET 

CASE FAB40-1 
PREPARING A CASH BUDGET 



Niirdock Tents Ltd. had been in operation about three months when 
it received an order for 2^000 tents which would be marketed by a large 
store under its own brand name. The order was received on J?inuary 15, 
and it was to be completely filled by April 15. 

Special payment arranganents were made with Murdock Tents Ltd. in 
order to help finance the production of the tents ♦ The large store 
agreed to advance $10,000.00 by January 1, with all following payments 
to be made within 30 days of delivery to its central warehouse. These 
arrangodients were agreed to because of the price at which Murdock agreed 
to sell the tents. 

One condition of this arrangement was that the large store would 
receive a detailed report of all the money in the business at the 
present time, all the possessions which the business owned • and all 
expenditures and receipts which the business would have until the 
final shipment was filled in April. 

Jacob Fisher, the manager of Murdock Tents L.td., began to prepare 
a cash budget for the period January to April. He wasn't too sure 
where to get all the information, but he knew thax. the records -to -date 
would be very useful. Production figures and costs would be available 
from Hap Day \iho was in charge of the actual production, and Manny 
Taylor, the salesman ^ could give an accurate estimate of the sales 
expenses. Jacob could find out what money had already been spent and 
how much more would have to be spent on purchases. Between the three 
men, they could draw up an estimate of incidental expenses. 
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An approximation o£ expected receipts would be easy to estimate as 
this would be the value o£ the shipments o£ the finished tents, delayed 
30 days. 

The major expenditures to date had been for fixed assets and, from 
January 15 to May, the major expenditures would be for materials' and 
for wages and salaries. By estimating the use of materials in the plant, 
Jacob knew that he could estimate the timing of the expenditures for 
materials. Because Hap knew his production schedule, he would not find 
it difficult to estimate expenditures for wages and salaries, 

Jacob's first task was to determine how mUch had already been 
spent. To make sure he used accurate figures, he obtained this infor- 
mation* directly from his books. The expenditures ' to date were: 

$1,500,00 - lathe 

$ 500,00 - band saw 

$1,200,00 - renovation of shop 

$ 500.00 - dip tank, saws, presses, etc. 

$ 300,00 - miscellaneous expenditures. 

The money for these expenditures had been provided by a $15,000.00 
loan received from the government in December. After payment of the 
above expenses, a bank balance of $11,000.00 was on hand on January 1. 
On January 15 the initial payment of $10,000,00 from the large store 
was deposited to the bank account of Murdock Tents Ltd, Further receipts 
would be received each month following the shipment of tents to the large 
store. Hap Day's production schedule called for the manufacture of 600 
tents per month. There were both large and small tents to be manufactured; 
the large tents were to be produced first and would be sold at $45,00 a 
tent, the small tents would sell at $37.00 a tent. 

The order from the large store called for 800 large tents and 
1,200 small tents, with shipments to start in January. Working on this 
basis, and knowing both the price to be received for each type of tent, 
and the month proAictior., Jacob calculated his receipts. 

1. ESTIM/VTED RECEIPTS 

January: 

February: Payment for 600 large tents shipped in January 

600 X $45.00 = $27,000.01 

March: Payment for 200 large tents and 400 small tents 

shipped in February 
200 X $45.00 - $ 9,000.00 
400 X $37,00 = 14,800.00 
" $25, '800. 00 
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April: Payment for 600 small tents shipped in March 

600 X $37.00 = $22,200.00 



2. ESTIMATED EXPENDITURES 

After estimating the receipts that could be expected, Jacob 
had to estimate the probable expenditures that would have to be 
met. The major expenditures would be for materials, wages and 
. salaries • 

a. Material 

'A large tent used 70 yards of 8-ounce ducking, while a small 
tent required 50 yards of S-ounce ducking. They presently 
had 10,000 yards of 8-ounce ducking on hand. It was decided 
that a minimum inventory of 10,000 yards would be carried at 
all times. The present inventory had arrived December 28 and 
payment was to be made in January. All additional orders would 
be paid in the month following receipt of the shipment. 

The following amount of material would be required for produc- 
tion scheduled for January, February, March and April: • 



January 6C0 X 70 yards = 42,000 yards 

February - 200 X 70 yards = 14,000 yards 

400.x 50 yards = 20,000 yards 

March 600 X 50 yards = 30,000 yards 

April 200 X 50 yards = 10,000 yards 



Eight ounce ducking could be purchased at 40 cents a yard. 
Additional material such as ropes, cords, fasteners, etc., 
could be purchased at a cost of $2.00 a tent. They could be 
ordered as required, and would be paid upon receipt. 

b. Labour 

Eight people would be involved in the job of sewing and 
assembling the tents. They would be paid $2.00 an hour for 
an eight "hour day. The working days per month are: 

January 20 working days 

February 21 working days 

March 23 working days 

April 19 working days 

The outside jobs of cutting tent pegs and poles would require 
eight men working 20 days in January. They would be paid . 
$2iS0 an hour for a 10 hour day. 
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Two men would be required to h.^ul the logs to the plant site. 
They would work 15 working days, and would be paid $2.50 an 
hour for a 10 hour day. This, too, would be done in January. 
It would take three men working on the lathes and the band 
saw to turn out the poles arJ pegs. These men also would be 
responsible for sanding and other finishing operations. They 
would be paid $2.75 an hour for an eight hour day, and would 
work the same schedule as the people doing the sewing and 
assembling. 

Hap Day and Manny Taylor, who are in charge of the plant and 
the outside work, would be paid a monthly salary of $450.00 
each.. Jacob Fisher, the manager, would receive $550.00 per 
month. 

c. Other Expenses 

Other expenses expected during the period would be: 

I ^ ■ January February March April 



Travel 


200. 


00 


200 


.00 


200. 


00 


400, 


.00 


Advertising 


480. 


00 


300 


.00 


300. 


00 


500, 


,00 


Heat, Light, Power 


180. 


00 


180 


.00 


150. 


00 


150, 


.00 


Repairs 


50. 


00 


50 


.00 


50. 


00 


75, 


.00 


Other 


600. 


00 


325 


.00 


125. 


00 


325, 


.00 


Totals 


1,510. 


00 


1,055 


.00 


825. 


00 


1,450, 


.00 



d. Government Loan 

Beginning in February, Ntirdock Tents Ltd. would make monthly 
payments of $1,300.00 to repay the $15,000.00 government loan^ 

e. Short -Tenn Investments 

NlurdocK Tents Ltd. decided that they should have a minimum 
cash balance of $2,000.0(3 to meet une3cpected expenditures. 
Any cash over this amount would be put into short-term 
investments. 



INSTRUCTIONS 

Using the information contained in the case, prepare a cash budget 
for Mirdock Tents Ltd. for the period January to April. 



ERIC 



1806 



FAB40 



Questions for Discussion 

1. How much money will Murdock Tents Ltd. have on the first of 
February? How much money will they receive during January? How 
mich money will they spend during January? ' How much money will they 
have at the end of January? 

2. Remonbering that the cash balance at the end of January is the 
opening cash balance at the first of February, answer the questions 
in #1 for the months of February, March and April. 

3. What were the total amounts of money paid out and received during 
the first four months of the year:' 

4. Will this cash budget be of any use to Murdock Tents Ltd.? , How? 

5. How accurate is the projection of cash requirements? What could 
go wrong in the four month period that would make the estimates 
inaccurate? — — 

6. Is it possible to cr ry the projections on for the remaining eight 
. months of the year? Why or vAiy not? 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB41 THE OPERATING BUDGET 



INSTRUCTOR'S GUIDE 



OVERVIEW 



The prospective manager must be very conscious o£ his responsibility 
in planning and control. The future o£ the business depends on a 
manager ^s ability in these areas* No amount o£ hard work in a manual 
sense can replace these responsibilities. 

This lesson and future lessons dealing with projected financial 
statennents discuss the operating budget as a tool of financial planning - 
and control. The student may find the lesson content abstract unless- 
the instruct' or applies the'id.^^s to concrete examples and illustrations 
with which tht student is familiar. If the students have prospective 
businesses in mind, it will be ideal for them to prepare a budget for 
those businesses. If they do not have prospective businesses of their 
own to work on, the instructor can provide hypothetical cases or have 
the students prepare a budget for some business which is required on their 
reserve or in their community. 



OBJECTIVE 

Given the necessary liiTormation, the students will be able to 
prepare an operating budget for a small business* 



REFERENCE MATERIAL FOR INSTRUCTOR 

1. Broom, H. N. and Longenecker, J.G. Sma 1 1 Bus iness Managanent . 
2nd ed. Cincinnati: Smith-Western Publishing Company, 
. 1966, ch, 16. 
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RESOURCES REQUIRED 
1. Case FAB41. 



OBJECTIVE: GIVEN THE NECESSARY INFORMATION, THE STUDENTS WILL BE ABLE 
TO PREPARE AN OPERATING BUDGET FOR A SMALL BUSINESS. 



MEmODOLQGY - 

1. Hand out Readings, 

2. Read Purpose and Introduction and discuss. 



PURPOSE 

This lesson will exainine the operating budget for a business. 
Tne operating budget is the overall financial plan for the 
business for a certain period of time. 



INTRODUCTION 

At the beginning of the course, considerable emphasis was 
placed on planning a- business. You studied planning as related 
to sales, profit, personnel and production. 

In lesson FAB39, Planning and Budgeting^ you reviewed planning 
as related to budgeting in general.. You saw that budgeting 
involves recording the busir^ess financial plan, on paper so as to 
prepare for a future course of action. 

In lesson FAB40, you learned that the cash budget is the plan 
which explores the cash needs of the business. It attempts to 
foresee the sources and. amounts of expenditure or cash outlays 
which the business will need for payment of expenses, purchase of 
merchandise, purchase of equipment, drawings of the owner -manager, 
and payment of debts. It then foresees the source of these cash 
requirements: merdiandise sales, accounts receivable, sale of 
assets and the possibility of loans if required. 

The cash budget says nothing about the profitability of a 
business. It merely foresees \Aether the business will have 
sufficient cash \Aen it requires it. 
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The operating budget goes further than this. It plans ahead 
to determine whether the business will be profitable or not. 



3. Ask students to list the items that they would expect to go into 
an operating budget. 

4. Ask what is needed in planning a business which is not in the cash 
budget. Ha'/ does a cash budget ditf^^r from an operating budget. 

5. Read Sections 1 and 2. 



CONTENT 



i. What is an Operating Budget? 

The operating budget is the financial plan of a business . 
concern which projects the business • profitability. 

An operating budget for a retail business involves the 
calculation of expected: 

a. sales 

b. the cost of sales 

c. expected gross profit 

d. the amount of expenses anticipated to finally arrive at 
the level of profit expected. 

An operating budget is really the calculation or estimation 
of a Profit and Loss Statement projecting the future of the 
business. 

The budget for a manufacturing concern is somewhat more 
complex. It requires the following budgets: a sales budget, 
a material budget, labour budget, manufacturing overhead 
budget and a management overhead budget. These budgets are 
then all gathered together into a comprehensive or master 
budget which reflects the financial plan for the year. 



2. Cash Budget and Operating Budget ccmipa red. 

. A business must foresee more than its cash needs . It must 
plan its financial future to determine whether a profit can 
be made. It is quite possible for a business to obtain the 
cash it requires through new loans but if the business is not 
making money, it will eventually go broke. On the other hand, 
there is a need for cash budgets since a business can be 
making money and be profitable and yet find itself without the 
necessary cash to pay its bills. 
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This can easily happen i£ the working capital, or current . 
assets are used for financing long term debt or if too nuich 
money is left in accounts receivable which cannot b'^^ collected. 

Thf operating budget plans the course of action which is 
aesired. It is essential to plan ahead for a profitable 
business. It is also important in control of business 
expenses and overall performance. At the end of the month 
or at the end of a year, the business can be analyzed to 
determine if in fact the budget or financial plans have been 
realized. 

If the actual business operation is less favorable than the 
budget had foreseen, the manager will want to study the 
reasons for this poor showing. The budget can also help 
identify where a business is going wrong. It is a sort of ' 
roadmap which can guide the business* 



6. Discuss Readings and compare to ideas given in points 3 and 4 
above. 

7. Read Section 3. 



3.' How to Prepare an Operating Budget . 

The preparation of em operating budget involves close exanina- 
tion of all expected revenue and expenses for the business. 
, It resanbles a profit and loss statement -in form and appear- 
ance. It differs ^ in that the profit and loss statement is a 
statement' of the actual financial operation of the business 
for a period of time while the budget is a forecast or 
estiD^ate of the anticipated business operat;ions for a certain 
period of time. The budget is a projection of the business 
operation into the future. In later lessons you will study 
prpjected financial statements which are budgets which cover 
one or more accounting periods. The projected statements or 
budgets are essential docunients to support the application 
for a loan. The lending agency uses the budget or projected 
financial statement as a basis in granting the loan and 
determining a business^ loan repayment capability. 

The infonuaticn for. a budget can be obtained from historical 
data (past records of the business) if the business has been 
in operation for some time. If the budget is for a new 
business, the information required for the budget may be 
obtained from a number of sources. A study of analysis of 
the market potential is a starting point to establish the 
Volume of sales. 
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Lending agencies, government personnel, similar businesses, 
chartered accountants, consultants are other sources of 
information for a budget. 

The first part of the budget should be a dollar sales forecast • 
This is based on the market analysis of the needs of the area. 
Closely tied to the sales forecast is a merchandise forecast 
which outlines the type, quantity, quality and price of 
merchandise or inventory required as well as the time when it 
is required. 

This plan of sales and merchandise will give the business its 
sales volume and cost of sales. It also provides the gross 
profit which is possible. 

The budget must then estimate all the expenses involved in 
operating the business. This will include cash expenses as 
well as non-cash expenses such as bad debt expense and 
depreciation. The purchase of equipment is a necessary part 
of planning but is not part of the operating budget except 
for the depreciation expense on this equipment. The cash 
budget however does consider the cash required for the purchase 
of equipment. 

Considerable work is necessary to estimate the level of 
estimated expenses. It is important not to forget some 
category of expenses. A review of the expenses of a similar 
business will be useful in assuring yourself of not forgetting 
any major item. 



8. Using various illustrations such as a service station, laundromat, 
a general store, a pool hall, a commercial fishing operation, etc., 
have the students explain what would be involved in budgeting for 
each. Have students work in smull groups. Each group should take 
a different business. Have them identify and list each item of 
revenue and expense which would be involved in an operating budget 
and have th^ determine how they could obtain the information. 
Have them also, co: ider methods which might be used as a check on 
the accuracy of the'r original source. 

When the work /is completed have someone from each group list the 
expense and revenue items on a flip chart. Have them present 
their source and cross check for these items. Then encourage the 
other groups to add to the work presented » 



9. Ask the students of what use the budget will be. 
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Try to get them to 'explore the planning aspect involved in the 
budget. The budget tJien serves as a guide and a method of control. 

10. Read Section 4 and discuss. 



4. Use of the Budget 

The first use of the buOget is to determine whether a business 
is likely to be profitable or not before actually starting the 
business. Many businesses would not have the problems they 
have if proper budgets had been prepared. Businessmen who 
feel they cannot afford the time for a budget should think 
whether they can afford not to foresee the future profitability 
of the business. 

In addition to helping plan the financial aspect of the 
business, the budget is an important tool of control. Once a 
plaii for the business is made out on paper, the businessman 
can use this plan to canpare the actual operation to the plan. 
If there is a difference (variance) the businessman will want 
to investigate the reason and correct the problem or change 
the budget if the difference is due to changes in economic 
conditions. If there is a downturn in econOi.iic conditions, 
the business may have to cut back in expenses or services. 
If there is an upturn in the economy, the budget should be 
changed to reflect this and so make a new budget to capitalize 
on the greater profits possible. 

While the buiget is a plan of a future course of action, there 
must still le flexibility in its use. It mist be adjusted 
to changing circumstances. The revised budget will then be 
the new guide. 



11. Read Section 5 and discuss. 



5. Budgeting Time Span 

A budget can be made for any ti^ie periods devised. However, 
it is accHtpon practice to make a budget for a year basing it 
on a budget for each month. The business can use the budget 
throughout the year as a guide. The budget should reflect 
seasonal changes ^^dlich are expected. It thus provides a 
guide for stock or inventory requirements and staff needs. 

Budgets or projected statements as they are also called can 
be made for two, three or five years. These longer budgets 
are usually used by lending agencies vflio wish to calculate 
the business' repayment ability. 
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12. Read Section 6 and compare items to those suggested by students in 
point 8 above. 



6. Budget Illustration 

Below you have a budget prepared by an operator o£ a service 
station on a reserve. The figures given here are those of the 
yearly budget. 

Jake's Service Station 
Budget for the year 1973 

Revenue Planned Actual 

Gas Sales (90,000 gals) $48,000.00 
Tune-ups and minor repairs 2,800.00 
Oil and grease etc. 3,570.00 
Towing 450.00 
Total revenue $54,820.00 (100%) 

Cost of Sales 

Inventory at begin- 
ning $ 6,000.00 
Gas purchase 40,000.00 
Grease and oil 1,975.00 
Accessories 1,575.00 

$49,550.00 

Less inventory at 

end of year 8,000.00 

Co5t of Sales $41,550.00 (75%) 

Gross Profit $13,270.00 (25%) 

Expenses 

Helper's salary $ 3,080.00 

Heating 480.00 

Gas for truck 385.00 

Electricity 300.00 

Repairs and maintenance 200.00 

Insurance 265.00 

Telephones 180.00 

Services 50 . 00 

Miscellaneous 400.00 

Depreciation 1 , 500 ,00 

Interest 2^100.0 0 

~ $8,940.00 (17%) 

NET PROFIT $4','3'3:6'.'00 (8%y 
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13. Read Section ?• 



7. Sunmary 

There is no easy solution to preparing a budget. It requires 
a lot o£ work to obtain the best estimates possible. However, 
without the budget (financial plan) the businessman operates 
his business without a clearly spelled out financial target in 
mind. The manager would not know until the year end or until 
he is in financial trouble vdiether the business is profitable 
or not nor whether it is doing as well as expected since he 
does not have a plan to guide hiin or a basis to compare to. 

The manager of a business will certainly agree that it is 
better to make mistakes on paper than to have them actually 
happen. Budgeting helps the manager look at different possi- 
bilities or alternatives which might make the business 
profitable. If the businessman tries out these different 
alternatives before he puts them down on paper, he may find he 
has made serious mistakes which he had not foreseen. 

It should also be remembered that the planning aspect involved 
in a budget is only part of the use of the budget. The other 
part is to compare thq actual results to the budget; to 
analyze the results of the operation as compared to the 
budget. Each new budget is easier and provides more 
information for the job of managanent. 



Indicator 

14. Hand out Case FAB41-1, Have student in small groupfi prepare an 
operating statafnent for Masterman's General Store for 1973 using 
the information provided in the case. 

After sti;dents have calculated the budget, have each group present 
their budget and give the, reasons for their results. Budgets may 
differ depending on assumptions made. Point out that budgets are 
normally rounded out so as not to work with cents. 

Note ; The write off of $2000.00 bad debt expense is charged 
against the allowance for bad debt and is not an expense for 1973, 
An estimate of bad debt expense in 1973 may be made in proportion 
to the reduction in charge sales or even less if greater care is 
taken in selecting credit customers. 
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Case Solution 



Masterman's General Store 
Budget Oct, 1, 1972 - Sept, 30, 1973, 



Sales Planned 

Cash sales $50,000.00 

Charge sales 15,000.00 
Total sales 

Cost o£ Goods Sold 

Inventory beginning, $14,009,00 

Merchandise Purchases 39,541,00 

Freight 5,200.00 

Inventory ending 12,000,00 

Cost o£ Goods Sold " 

Gross Margin 



Actual 



$65,000,00 



46,750.00 (75 %) 
18,250,00 (25%) 



Expenses 

Advertising 
Barge operation 
Bank charges 
Bad Debt Expense 
Depreciation 
Heat, light § power 
Fire Insurance 
Barge 

Interest on loan 

Office § store supplies 

Repairs § maintenance 

Wages - clerk 

General labour 

Taxes levies 

Telegrams § postage 

Travelling 

Staff benefits 

Rent on warehouse 

Miscellaneous 

Total expenses 

Operating profit or less 

Other income 
Net Operating Profit 
Gain on Sale of fur 
NET INCOME 



$ 



120,00 
600,00 
35,00 
900,00 
2,143,00 
800,00 
238-00 
30.00 
130,00 
330,00 
460,00 
2,365,00 
400,00 
10.00 
75.00 
170,00 
140,00 
70.00 
7S,00 



9,091,00 

2/J00,00 
$11,159.00 

2,r>oo.oo 

$13,659.00 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 

LESSON FAB41 THE OPERATING BUDGET 




CASE FAB41 - 1 
MASTERMAN'S OPERATING BUDGET 



John >lastenTiaii just conple ted a thorou^ analysis of his store's 
operations over the past two years. He now thought he ha^\ a much bet- 
ter "feel" for the financial side of his business. John w.:s not too 
pleased with .the store's profits over the past two years. 

John spent long hours at the store in order to do the bookkeepirig, 
make collections on accounts receivable, bargain witli his si^ppliers 
for better credit terms, deal with salesmen, handle customers, check 
inwntories and do the many other jobs that had to be done. 

John enjoyed being his own boss and meeting people. However, there 
were some jobs he didn't enjoy doing that had to be done. John's poor 
profit picture forced him to develop a plan that would produce more 
profit. Since he couldn't woiic more hours himself, he had to develop 
a scheme for better management. Qae method of in^roving management was 
througji the use of budgets. 

John decided to prepare an operating budget for next year (1973) . 
Qa the following pages are the financial statements prepared for the 
past two years' operations. 
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Masterman's General Store 
Conparative Profit and Loss Statement 
for the two years ended September 30, 1972, 



1971 



1972 



Sales 

(1) Cash 

(2) Charge 

(3) Total Sales 



Cost of Goods Sold 

(4) Inventory - Beginning 

(5) Merchandise Purchases 

(6) Freight 

(7) Inventory - Ending 

(8) Cost of Goods So].d 

(9) GROSS MARGIN-'. (3 minus 8) 



Expenses 



(10 

(11 

(12 
(13 
(14 

(15 
(16 
(17 

(18: 

(19 
(20 

(21 
(22 
(23 
(24; 
(25 
(26 
(27 
(28 
(2& 
(30 



AdArertising 
Barge Operaticn 
Bank Charges 
Bad Debt Expense 
Depreciation Expense 
Heat, li^t, pG«er 
Insurance: Fire 

Barge 
Interest on Overdue 
Accoints Payable 
Interest on LoaiJ 
Office § Store Si^plies 
Repairs § Maintei'ance 
Wages : Clerk 

General Labour 
Taxes and Licences 
Telegrams and Postage 
Travelling 
Staff Benefits 
Rent CHI Wareliouse 
Miscellaneous 
Total Expenses 



39,051.87 
14,394.37 
53,446.24 



9,533.00 
43,049.10 
4,356.05 



56,918.15 
14,009.00 
42,909.15 

10,557.09 



26.47 
42.04 
22.09 
1,410.25 
2,895.00 
775.28 
258.07 
50.00 

299.02 
150.25 
548.66 
487.00 
2,150.00 
275.12 
10.00 
59.91 
175.65 
157.07 
70.00 
130.00 
"9,907.88 



100.0 



80.5 
19.7 



19.1 



49,851.50 
24,309.11 
74,160.61 



14,009.00 
59,627.50 
5,855.64 
79,472.14 
16,518.00 
6^,154.14 

11,006.47 



618.40 
55.97 
1,484.15' 
2,597.00 
821.78 
258.07 
' 30.00 



130.25 
177.17 
274.87 
2,150.00 
672.00 
10.00 
80.05 
166 . 76 
157.07 
70.00 
41.17 
9,734.69 
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(31) 


Operating Profit/Loss 












(9 minus 30) 


629.21 


0.6 


1,271.78 


0.3 


(32) 


Other Income 


1,841.84 




1,621.32 




C33) 


Net C^erating Profit 










(31 plus 32) 


2,471.05 


4.1 


2,893.10 


3.5 


(34) 


Gain en Sale o£ Fur 


2,207.33 




2,501.16 




(35/) 


Net InconB (33 plus 34) 


4,678.38 


8.1 


5,394.26 


6. .9 



Masterman^s General Store 
Conparative Balance Sheet 
for the two years ended September 30, 1972. 





3,971 1 


1 1972 






$ 


Assets 






Current Assets 






Cash on hand 
Bank account 

Accounts Receivable: Customers 

Government 
Allowance for Bad Debts ! 
Inventory, Septenber 30 
Furs on Hand, Septenber 30 ; 
Drums 


. 853.72- 
208.22 . 
13,184.08 
4,516.91 
(8,203.38) 
14,009.00 

1,190.00 


297.48 
127.12 
14,433.29 
3,312.57 
(9,687.53) 
16,318.00 

1,190.00 


Total Current Assets 


25,758.55 


25,990.93 


FijEd Assets 






Buildings 

Accumulated Itepreciation. 
Equipment and Fixtures 
Acciflnulated Depreciaticn 


18,057.90 
(1,805.00) 
5,450.30 
(1,090.00) 


18,057.90 
(3,420.00) 
5,450.30 
(1,9.62.00) 


Total Fixed Assets 


20,613.20 


18,126.20 


TOTAL ASSETS j 


46 , 371. 75 . 


44,117.13 
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Liabilities and Net Worth 

Liabilities 

Current Liabilities 

Income Tax Payable 
Lhenployment Insurance Payable 
Trade Accounts Payable 

Total Current Liabilities 

Long-Term Liabilities 

Loan - Bank 

Loan - Government 

Total Loxg-Term Liabilities 

Total Liabilities 

Net Worth 

Net Worth - Septenber 30 
Grant - Govexnment 
Current Profit 

Drawings - J. Masterman 
Present Net Worth 
Total Liabilities and Net Worth 



50.26 
48.96 
11,145.82 


50.26 
48.96 
10,376.15 


11,245.04 


10,475.37 


6,841.14 
9,850.00 


6,157.14 
8,900.00 


1 7 AOI 1 A 

1/ jOyi. 14 


lo ,Uo / . 14 


28,936.18 


25,562.51 


2,500 .00 
15,000.00 
4,678.38 


2,435.57 
15,000.00 
5,394.26 


22,178.38' 
4,742.81 


22,829.83 
4,295.21 


17,435.57 


18,534.62 


46,371.75 


44,117.13 



Masterman's General Store 
Statement o£ Fur Operations 
for the two years ended September 30, 1972. 



Fur Sales 

Less: Cost of Fur Sold 
iGain on Sale of Fur (carried to 
Statement of Operations 



1971 



1972 







3,374.90 
7,167.57 


9,675.34 
7,174.18 


2,207.53 


2,501.16 



ERIC 
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Masterman'S General Store 
Schediile o£ Other Income 
for the two years ended September 30, 1972. 





1971 


1972 




$ 


$ 


Barge Rentals 


1.841.84 


1,621.32 


Total Other Income (carried to 






Statement o£ Operations) 


1,841.84 


1,621.32 



Ad^.'aticnal Information : 

John expects that his cash sales will remain at the sajTiS level for 
th^ year 1973. He estiinated $50,000.00 from cash sales. 

John is disturbed about the ajnount of accounts receivable he wrote 
of f as bad debts the past two years. He was not strict with credit, and 
he has made little effort to collect outstanding amounts. John is 
going to try to limit his credit sales to approximately 30% of cash 
sales. During the past two years his charge sales were approximately 
50% of cash sales. 

With the new credit policy John estimates that his accounts re- 
ceivable will be $20,000.00. Ihis will be made up of $15,000.00 cus- 
tomer accounts receivable and $5,000.00 government accouits receivable. 
He thinks that he will have to write off almost $2,000.00 of the 1972 
accounts receivable as bad debt expense. 

John hopes to cut his inventory on hand to about $12,000.00 by 
September 30 next year. He won't need as large an. inventory because 
of the cut back in charge sales. 

By buying in bulk and using other SL5>pliers John thinks he will be. 
able to buy his merchandise at better prices. This, in addition to a 
changp in pricing policy, should give a gross margin of 25%. John es- 
timates the expenses as follows: 



• ^ Advertising $120.00 

Barge operaticn 600.00 

Bank charges * 35.00 

. Heat, li^t, power 800.00 
Insurance, same as last two years 

Insurance on loan 130.25 

Office and Store sillies , 330.00 

Repairs and Maintenance 460.00 
Wages: Clerk (10% increase) 

General Labour 400.00 
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Taxes and Licences 
Telegrajns and Postage 
Travelliag 
Staff benefits 
Rent on Warehoiose 
Nti-scellaneoiis 



Depreciation 



Book Value At Be- 
ginning o£ Period 


Rate of 
Depreciation 


Depreciation 
Ej^ense 


Accunailated 
Depreciation 


Buildings: 


101 






$18,057.90 
16,152.90 




$ 1,805.00 
1,615.00 


$ 1,805.00 
3,420.00 


Eqmpnent § Fixtures 


20% 






$5,450.30 
4,360.30 




$ 1,090.00 
872.00 


1,090.00 
1,9'62.00 



Loan Paynients 



Principal 
CKving 


Principal 
Payment 


Interest 
Payment 


Payment 
. Total 


Bank: 








1971: $6,841.14 
6,157.14 


$ 684.00 
684.00 


$ 52.10 
52.10 


$ 736.10 

-736,10 


Government: 








1971: $9,850.00 
1972: 8,900.00.' 


950.00 
-950.00 


$ 78.15 
78.15 


$1,028.15 
1,028.15 



John estimates that his accounts payable will be approximately 
201 of total sales. He expects to receive about $2,000.00 net from 
barge operaticsis and $2,500.00 net from the sale of furs. 



10,00 
75.00 
170.00 
140.00 

70.00 
75.00 
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INSTRUCTIONS 

1. Using tlie information in the above case, prepare an Operating 
Budget for Masterman's General Store for the budget period 
Septenber 30, 19 72 to September 30, 19 73. 
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SUBJECT FINA>{CE, ACCOUI^!TrNG, BOOKKEEPING 

LESSON FAB42 PRaiECTED FINANCIAL STATB^IENTS 



INSTRUCTOR'S GUIDE 



OVERVIEW 

Budgets are prepared so the businessman can determine where he is 
going to spend money and earn money in the up-coming budget period. 
The main reason for preparing budgets is to plan the most efficient 
Vi^ys to spend money to meet the goals of the business. In order to de- 
tt;rmine whether or not the plans as laid down in the budgets are going 
to meet the goals of the business, the businessman must have some means 
of measuring the overall results of his plans. The means most commonly 
used in business is the preparation of projected financial statements. 
These staterr^nts (the projected Balance Sheet and the projected Profit 
and Loss Statement) will show the businessman the financial condition, 
and net income he can expect from up -coming operations if he adheres to 
his plans as laid out in his budgets. He can then change his budgets 
to better meet the businesses stated objectives if necessary, and 
after the budget period he can compare projected and actual statements 
in order to determine variances and the reasons for these variances. 

In this lesson the students are shown how to prepr e a projected 
Profit and Loss Statement. They analyze actual vcrr is projected figures 
in order to determine reasons for any variances. Students may en- 
counter another type o£ Balance Sheet which is not mentioned in the 
lesson. It is the pro-Iorma Balance Sheet. This is a Balance Sheet 
which shows a financial situation which does not exist but which is ex- 
pected to exist if certain circumstances are met. A pro -forma is the 
Balance Sheet which a businessman prepares prior to opening a business 
to show what is likely to exist. The instructor should introduce the 
students to this terminology. 
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OBJECTIVE 

The students vvill be able to prepare and Analyze a projected Profit 
and Loss Statement. 



RESOURCES REQUIRED 

1. Case FAB42, "John 9nall". Parts 1 and 2. 



METHODOLOGY 

1. Hand out the Readings and read the Purpose and Introduction. 



PURPOSE 

The purpose of this lesson is to show you how to prepare pro- 
jected financial statements. 



INIRODUCTION 

If you keep within the limits, set by your budget, what is 
the financial condition of your business likely to be at the end 
of the budget period? What activities during the budget period 
caused the expected financial conditions? 

These are questions that you, as manager, should be able to 
answer. In fact, you will have to answer them if you wish to 
apply for loans or grants. 



OBJECTIVE: THE STUDENTS' WILL BE ABLE TO PREPARE AND ANALYZE A PRDJECTED 
PROFIT AND. LOSS STATEMENT. 



Stimulus 

2. Ask: "Hdw are budgeted figures presented so that they will be of 
use to the business? 
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Clarify Problem 

3. Discuss this question, pointing out that it is possible to prepare 
financial statements based upon projected (budgeted) data. 



Provide Infomation 

4. Read and discuss Sections 1 and 2 of the Readings. 



CONTENT 

1. Projected Financial Statements 

What two statements in business are commonly used to 
show the financial condition of a business at some period in 
time, and to show v/hat activities occurred to cause that 
condition? 

If you said the &.lance Sheet and the Profit and Loss 
Statanent you are correct . To date you have prepared these 
two statements using the records of what actually happened 
in the business during a certain period; but it is possible 
to prepare these statements to see the likely results of your 
budgets. If these statements are prepared using information 
about what you EXPECT to occur in the future, they are called 
projected financial statements. They are a budget or a plan 
of \>Siat you expect will happen in the business. 



2. Information for Projected Financial Statanents 

The information for the projiected financial statements 
comesi from the budget schedule prepared for the upcoming ac- 
counting period. In order for you to see the results of your 
budget on the over -all financial condition of the business, 
the information in your budget must be preseT^.o:d ixi "^he Bal- 
ance Sheet and the Profit and Loss Statement. 

Both these statanents are prepared in the same manner as 
any Balance Slieet or Profit and Loss Statement except instead 
of using information of v?hat actually happened, you use in- 
toimation about you expect to happen. 



5, Ask the students who m; ikes use of projected financial statements 
and how they are used. List the answers on the flip chart. 
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6. Read and discuss Section 3 of the Readings. Relate to the answers 
listed on the flip chart. 



3. Mio Uses Projected Financial Statements? 

Projected statements are very useful to the businessman 
and to others who are interested in the financial activities 
of tlxe business, for example, potential creditors. 

The projected statement? are useful to the businessman 
because they show him the possible results if his budgets are 
met. For example, he is able to see whether his required 
gross margin is going to be maintained if he inplements the 
pricing policies he plans for the budget period. He is able 
to. see if his expense ratio is going to change from the trends 
to date if his budgeted expenses are met. In other words the 
businessman is able to analyze the business as to what might 
occur and he can take corrective action before he has commit- 
ted funds to the operation. The projected statements allow 
the businessman to foresee possible outcomes and redraw his 
plans in order to meet his objectives more efficiently. 

The other person who uses projected financial statanents 
extensively is the potential lender or creditor. When apply- 
ing for loans, it is very common for the lending institution* 
to request that you supply them with projected statements. 
The lending institution uses these statements to determine 
whether or not the funds they loan are going to be used in a 
manner that will ensure they are repaid. Remember that lend- 
ing institutions are interested m five things: 

a. Hdw much money you need 

b. How you are going to use it 

c. Whether your business will make more money 

d. Whether the lending institution will be repaid 

e. And when will it be repaid. 

All these things can be answered through the preparation 
of projected statements. 



7. Read and discu-^s Section 4 of the Readings, 



4. Summary 

The statement of financial condition (the Balance Sheet) 
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and the income and expense statement (Profit and Loss State- . 
ment) are considered basic to an mderstanding o£ the finan- 
cial operations of the business, becaiase they reveal the re- 
sults of past activity. In a sense, the Balance Sheet is a 
summarization which answers the questions: Where are we? 
What are we worth? The Profit arid Loss Statement reveals how 
the present state was reached. It shows whether profits were 
earned or losses incurred. 

It is customary in budget procedure to consolidate the 
individual budgets in the form of budgeted statement? of fin- 
ancial condition and net income (the projected Balance Sheet 
and the projected Profit and Loss Statement). These state- 
ments represent a preview of where operations will wind up 
with respect to assets, liabilities, equity, and profits if 
the budgeted plan is followed. At the conclusion of the bud- 
geting period the actual financial results may be analyzed. 



Indicator 

8 . Hand out part 1 of the Case FAB42 . Have the students work through 
the case as it is read. Remember the estimates may differ from 
person to person. 

9. Hand put Case FAB42, part 2. Have the students do the case and 
explain variances. 

10. Instructor should draw the students' attention to the fact that the 
Case FAB42 shows a gross profit of 52.3% which is abrionnally high 
and would not often be found in business. 
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Blue Sky Store 
Con?)aiatiVfc Profit and Loss Statement 
Year Ended December 31, 1970 



1968 1969 1970 Projected 1971 
"T~ "11" IT" "^T 



Sales 


65,000 


75,000 


85,000 


100,000 


Cost of Sales 










Opening Inventory 


, 2,500 


5,500 

oO , jUU 


6,500 


8,500 
A A inn 


Closing Inventory 


37,500 
5,500 


42,000 
6,500 


48,000 
8,500 


54,600 
6,850 


Gross Profit 


32,000 
33,000 


35,500 
39,500 


39,500 
45,500 


47,750 
52,250 


E)q)enses 










Salaries § Wages 

Occupancy 

Selling 

Delivery 

Overhead 


10,000 
5,000 
4,900 
3,400 
8,700 


13,700 
3,900 
4,900 
4,200 
8,800 


17,500 
3,800 
5,000 
4,200 
9,500 


20,000 
4,000 
5,000 
4,600 

10,400 




32,000 


35,500 


40,000 


44,000 


Net Operating Profit 


1,000 


4,000 


5,500 " 


8,250 
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Blue Sky Store 
Profit and Loss Stat-ancnt 

Six Months Ended June 30. 1971 

Actual Over (Under) 

Budget Budget Budget 
($) ($) . ($) 

Sales 54,500 55,000 (500) 

Cost of Goods Sold 

Opening Inventory 8,500 8,500 

Purchases 26,000 23,600 2,400 

34,400 32,100 2,400 
Closing Inventory 9,000 7,500 1,500 

25,500 24,600 900 

Gross Profit 29,000 30,400 (1,400) 

Expenses 

Salaries 11,000 11,000 

Occupancy 2,500 2,000 500 

Selling 2,800 2,750 50 

Delivery 2,100 2,500 (400) 

Overhead: 

Depreciation 1,000 1,000 

Bad Debts — 1,000 (1,000) 

Other . 4,500 4,070 430 

23,900 24,320 (420) 

rtet Operating Prof it 5,100 6,080 980 
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Blue Sky Store- 
Statement of Receipts and i;isbursements 
For Six: Months Ended June 30, 1971 



Cash Balance 
at Beginning 



Actual 
($) 



1,000 



Cash 
Budget 

($) 



1,000 



Actual Favourable 
(Unfavourable) 
To Budget 
($) 



Receipts 
Collection in Sales 
Accounts Receivable 

Reduction 
Increase in Bank 

Loan 



Disbursements 
Mortgages, Loans § 
Interest 

Operating Expense: 

Salaries 

Occupancy 

Selling 

Delivery- 
Depreciation Truck 
Other 

Overhead 
Depreciation 
Bad Debts 
Other 

Repayment of Short 
Teim Loan 

Withdrawals 
Owner 



54,500 
2,500 
5,000 

63,000 

..'6,860 



11,000 
2,500 
2,800 



55,000 
2,500 
5,000 

63,500 

6,860 



11,000 
2,000 
2,750 



(500) 



No Cash Expenditures 
2,100 2,200 

^^o Cash Expenditures 
No Cash Expenditures 
4,500 4,070 



5,000 
600 



5,000 
900 



(500) 



(500) 
(50) 



100 



(430) 



300 



Sub Total 



35,360 



34,780 



(5?0) 
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Statement o£ Receipts and Disbursements continued 



Accounts Payable 










Balance Dec 31/70 


2,940 


2,940 


2,940 




Purchases : 




1st Quarter 


10,500 


10,500 


10,500 




2nd Quarter 


13,100 


12,500 


12,880 


(380) 




26,540 


25,940 


26,320 


380 


Total 




60^300' 


60,100 


(200) 


Cash at Close of Period 


1,700 


2,400 


(700) 
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1. Variance o£ $500.00 in net sales. A variance of less than 1%. It 
may be caused by specials not selliLng as well as expected. Perhaps 
there is not enough mark-up on ths items sold, or the customers may 
be buying the specials at a low mark-up and not buying regular items 
at regular mark-up. 

Solution: Could. b3 more advertising, more mark-up on the .specials 
— _ or the regulars, fewer specials. 



2. Variance of $900.00 in cost of goods sold. Purchases were $2,400.00 
more than expected and the closing inventory was $1,500.00 more than 
expected. Tliis points out that the controls over inventory have to 
be more effective. The increase in purchases may be due to price 
increases, or a large purchase to take advantage of price. 

Solution: Could be better controls over purchases, or a reductioTi 
of inventory. Perhaps the. attempt to provide specials 
was not a good one in that gross profit was not enough 
and it had a detemined effect on purchases . 

3. Variance of $500.00 on occupancy. This is likely due to mainten- 
ance and repairs. 

Solution: Management to decide on further maintenance for the 

year; that is, not doing any more. If necessary, and if 
other controls are of no avail, the budget could be ad- 
justed to show this unexpected cost. 

4. Variance of $50.00 in selling. This is only a 2% variance. It 
could be due to increased advertising, increase in travel/ enter- 
tainment. 

Solution: Watch closely and reduce these expenses during the last 
half of the year. 



5. Variance of C$400.00) in delivery. An under variance can be c:s 
serious a problem as an. over variance. Perhaps customers are not 
happy with deliveries -- causing sales to drop. The information in 
the Cash Budget showing $2,100.00 for cash expenditures in deliveiy 
wuld indicate that the depreciation on the truck has not been re- 
corded. The saving is therefore only $100.00. 

Solution: Find the real cause. 
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Variance o£ .'$1,000.00) in bad debts. Not really a saving in that 
the^comts '^11 likely be written off in the last half of the 



year, 



Variance of $430.00 in other overhead. Could be caused by a lack 
of control over any of the included expenses. ' Again, it may be an 
uncontrollable expense requiring budget adjustment. 

The comments made about the variances in the Profit and Loss State 
ment will carry into the Cash Budget. In addition, the owner has 
withdrawn $300.00 less than he. anticipated. 
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SUBJECT FINANCE, ACCOUNTING, i5OOKKE0>ING 



LESSON FAB42 PROJECTED FINANCIAL STATB^ENTS 



CASE FAB42 - \ 
JOHN a^lALL 



John Small had been operating Blue Sky Store for the past five 
years. Because John was interested in his business and he knew enough 
to make himself familiar with bookkeeping, his business was reasonably 
successful . 

John's knowledge about records was gained through experience and 
by using an accountant to help him with his books. Over the years, he 
began to use records to control: 



cash 

accounts receivable 
accounts payable 
payroll 
inventory. 

Early in 1971, Mike Jack, John's accountant, approached him. 
"John, I've brought our completed Profit and Loss Statement and Bal- 
ance Sheet. We've been making these up for a few years now and your 
records are in good shape. I think it's time you began to plan ahead 
.a little more and prepare a budget." 

"A budget! What for?" was John's startled reply. 

"Well," Mike replied, "Let's look at it. A budget is a plan. 
YoiJr objective is to make a profit, isn't it?" 

'^es." ^ 

"Well, the best way to reach your objective is to plan the route 
you'll take. You'll plan all aspects o£ the business, like the lo- 
cation, the staff you* 11 need, etc. The fijiancial plan is called a 
budget." 
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"Pve ahvays believed in. planning/* said John, "but how will a 
budget help me make a profit?" 

''Besides the planning aspect, the budget can he3.p you control the 
operations. For exaJTtple, the accounts receivable could be brought up 
to date. In your budget you could plan how this would be done. Then 
during tlie year you can keep ar.> eye on ti^em, and by comparing the 
actual- with the budget you'll see if you are ;going to reach your ob- 
jective." 

"Would this also help cut down inventories?" Ji'lin began to show 
some enthusiasm." 

"We could put tliat into the plan and it should help you." 

'Well, it seems to make sense. Pfow do I go about it?" 

"I'll be back next week to talk about it. Ihave to see Harry 
Snith right now." was Mike's reply. 

When Mike returned he brought the Profit and Loss Statements for 
1968, 1969 and 1970, and the Balance Sheet as at December 31, 1970. 

*> 

John and Mike began work on the budget. (The enclosed statement 
and Work Sheet is the information Mike provided. Use the blank column 
to work along with John and Mike) . 

lii^ following are the questions and answers in John and Mike's con- 
versation. 

"What about your sales? Do you intend expanding next year?" 

"Well, in 1970 the gross was $85,000.00. I can see an increase 
here. I intend to try to have more cash sales but at a lower markup 
on some items. I'd say about $100,000.00 but the per cent of gross 
profit would be slightly less." was John's reply. 

";>fow, on cost of sales, we know your opening inventory is $8,500.00. 
You said something about wanting to reduce it?^' 

"Yes, I think I could and should reduce my inventory to r-bout 
$6,850.00." 

'We know your, opening and closing inventory. >}ow we can calculate 
pirchases from that and what you said about gross profit, ii we say 
ii^)0\xt 52*3% for gross profit we'll have: 

Amount taken from Inventory $ 1,650.00 

.PurcJiases 46,100.00 
Total (47.7% of Sales of $100,000.00) $47,750.00 
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Mike said, ^^The next section we have to deal with is expenses. 
What about the salaries and wages?" 

'*If I intend increasing sales, I'll need some more help. I think 
an increase of $2, 500,00 would be enough if I had to hire one more per- 
son. In maintenance and repair I can expect a small increase if there' 
going to be more business in the store, maybe another $200.00." 

"What about selling expenses? Will they increase?" Mike asked. 

"I think I'll maintain what I have. The increase in sales will 
depend on specials rather than advertising." 

^TDelivery inclut os truck maintenance, express and wrapping. Will 
they increase?" 

"I'll really save here I..made a special deal on deliveiy — a 
year's contrar.t at a saving of $200.00 over last year." 

'Kjood, but we'll have to put something down for the depreciation 
of the truck you bought last year." 

"Oh yeali. That'll be 30% of $2,000.00. That's $600.00 isn't it?" 
asked John. 

"Yes, $600.00 is right. Now let's look at- the other expenses. 
What's going to happen here?" 

"The office supplies and postage may increase sane let's say 
$200.00. The new rates for telephone came to about an additional 
$150.00 for the year. I increased my insurance, and the pranium went 
up by $200.00. There'll be another $50.00 for unemployment insurance 
and Canada Pension, etc." 

"What else is in that section?" asked Mike. 

"Well, there's taxes, and the council just set a new rate;" 

"Yes, I figured another $200.00 for that. Then there's association 
fees, subscriptions, donations, interest on loans, depreciation, bad 
debts and miscellaneous." 

'^I don't think any of these) will cftange, they always seem to stay 
pretty nuch the same, except interest." 

"You made up a schedule at the end of the year. Ffere it is: 

Mortgage $5,500.00 61 $ 330.00 
Truck Loan $1,500.00 6% 90.00 
Bank Loan 580.00 

1,000.00 
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"It'll be about the same as last year, Miscellaneous might go up 
to $100.00. WeM bettex allow for it.'»- 

"That's tint section. We end up with a fairly nice profit." 

"Good, lhat's the way I like it\ ' Is that all? Are we finished 
already?" asked John. 

"That just covers the profit and loss. What else should we be 
looking at?" 

"You've pounded it into my head that diere's no relation between 
profit and loss and cash on hand, so I suppose it's something to do 
with cash." 

'lUght vou are! We need a Cash Budget. This is going to be im- 
portant becavise of the heavy cash payouts early in the year. First of 
all, we have to know how much cash you're going to ^ollect." 

"I'm going to make a real effort to rediice over 30 day old ac- 
counts. Right now there are 115% of those over 30 days. I have plans 
of dropping that in steps, to 108% in February, 92% in March, /7% for 
the end of June and about 54% at the end of the year. Here I've made 
a schedule of them." 

Januar)' February March 2nd Quarter 2nd Half 

Under 30 d^ys old $6,500.00 $6,500.00 $6,500.00 $6,500.00 $6,500.00 
Over 30 days old 7,500.00 7,000.00 6,000.00 5,000.00 3,500.00 

($115%) ($108%) (92%) (77%) 

"Good, this along with your sales will give us your cash collections. 
Your sales are higher different parts of the year, aren't they?" 

"Yes, about 55% are in the first half year and about 24% in th& 
first three months. That's $24,000.00 for the first qiaarter or 
$8,000.00 per month, $31,000.00 in t>e second quarter and $45,000.00 
in the last-^half. That mean^; cash collections of: 

January February March 2nd Quarter 2nd Half 

Accounts Receivable ^ 500.00 $1,000.00 $ 1,000.00 $ 1,500.00 

Sales $8,000.00 $8 ,000.00 $8,000.00 $31,000.00 $45>000.00 

$8,000.00 $8,500.00 $9,000.00 $32,000.00 $46^500.00 

"Any money available from the bank?" . 

"Yes. I'm still well within my credit. It's based on 60% of ac- 
acounts receivable and 50% of inventory. I borrowed $5,000.00 in 
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January. The total now is $6,500*00 including the amount outstanding 
at the end of the year. I have to pay it back in pa.}Tnents of $500.00 
when I can. 

"Let's see how this works out. Yoxi may not liave to borrow any 
more." 

The following is the information John gave Mike on cash disburse- 
ments: 

Mortgage and Loans with Interest - due January 1 

Salaries and Wages - varies - 20^ of Sales 

Occupancy - utilities, mainten- $150.00 per raonth 
ance and repairs January $250.00 

February $250.00 
March $250.00 
2nd Quarter $350.00 
2nd Half $1,100.00 

Selling - varies - 5% of Sales 

Delivery - Depreciation ($600.00) 

for year 
No cash outlay 
Balance varies 4^ of Sales 

Other disbursements - Depreciation ($2,000.00) for 

year 

No cash outlay 
- Bad Debts ($1,000.00) for year 
No cash outlay 
Balance varies 7.4% of Sales 

Withdrawals. J. Small - $lS0.00/month when the business 

has cash available 



Based on this information and the projected Profit and Loss 
Statement, prepare a Cash Budget for 1972. 
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Blue Sky Store 
Comparative Profit and Loss Statonent 
Year Ended December 31, 1970 



1968 
$ 



1969 
$ 



1970 Projected 1971 
$ $ 



Sales 

Cost o£ Sales 
Opening Inventory 
Purchases 

Closing Inventory 



Gross Profit 



65,000.00 75,000.00 85,000.00 



2,500.00 
35,000.00 
37,500.00 

5,300.00 
32,000.00 



5,500.00 
36,500.00 
42,000.00 

6,500.00 
35,500.00 



6,500.00 
41,500.00 
48,000.00 

8,500.00 
39,500.00 



33,000.00 39,500.00 45,500.00 



Expenses 

Salaries S Wages 

Occupancy 

Selling 

Delivery 

Overhead 



10,000.00 
5,000.00 
4,900.00 
3,400.00 
8,700.00 

32,000.00 



13,700.00 
3,900.00 
4,900.00 
4,200.00 
8,800.00 

35,500.00 



17,500.00 
3,800.00 
5,000.00 
4,200.00 
9,500.00 

40,000.00 



Net Operating Profit 1,000.00 4,000.00 5,500.00 
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Blue Sky Store 
Balance Sheet 
as at December 31, 1970 



Assets 
Current Assets 
Cash 

Accounts Receivable 
Inventory 

Fixed Assets 

Building 

Equipment (Fixtures § Truck) 
.Less: Accumulated Depreciation 
Total Assets 



1,000.00 
14,000,00 
8,500.00 



12,000.00 
5,000.00 

17,000.00 
6,000.00 



23,500.00 



11,000.00 
34,500.00 



Liabili t ies g Owner's Worth 

Current Liabilities 

Accounts Payable 
Bank Loan 

Payments due in one year . 
Interest Payable 

Long-Term Liabilities 

Mortgages and Loans 
Loan for new truck 
Lcian, Mrs. M„ Kennedy 

Total Liabilities 



2,240.00 
1,500.00 
6,000.00 
860.00 



5,500.00 
1,500.00 
2,500.0U 



11,300.00 



9,500.00 
20,800.00 



Owner's 'iVbrth 

Capital at beginning o£ year 
Add: Profit for year 

Less: Owner's withdrawals 

Total Liabilities § Owner's ivbrth 



9,400.00 
5,500.00 
U,%OM 
1,200.00 



13,700.00 
34,500.00 



o 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB42 



PROJECTED FINANCIAL STATBIENTS 



CASE FAB42 - 2 



JOHN SMALL - PART 2 



In July of 1971, John prepared a statement for the first six months 
of operation. Attached is a copy of what actually happened during that 
period. 

Compare the budgeted figures with the actual figures and determine 
the amount of variance. 

Discuss the variances, suggesting how these could occur, what can 
be done to correct the situation, and what effect they might have on 
the plan for the rest of the year. 
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Blue Sky Store 
Profit and Loss Statement 
Six Months Ended June 30, 1971 



Actual Budget Over (Under) 

Budget 



Sales $54,500.-00 

Cost o£ Sales 

Opening Inventory 8,500.00 
Purchases 26,000.00 

$34,500.00 

Closing Inventory 9,000.00 

$25,500.00 

Gross Profit 29,000.00 
Expenses 

Salaries and Ifegas 11,000.00 

Occupancy 2,500.00 

Selling i 2,800.00 

Delivery 2,100.00' 
Overhead 

Depreciation 1,000.00 

Bad Debts OVritten Off) 

Other overhead 4,500.00 

$23,900.00 

Net Operating Profit $ 5,100.00 
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, Blue Sky Store 
Statanent of Receipts and Disbursements 
For Six Months Ended June 30, 1971 



Cash Balance at Beginning o£ Period 
Receipts: 

Collection o£ Sales 

AccoiHits Receivable Redix:tion 

Increase in Bank Loan 

Disbursements : 

Mortgages, Loans § Interest 
Operating Expenses . 
Salaries § Wages 
Occupancy 
Selling 
Delivery 

Depreciation on Truck 

Other 
Overhead 

Depreciation 

Bad Debts Written Off 

Other 
Withdrawals 

Owner 

Income tax 
Repayment of Short-Term Loans 



Actual 

- $ 

1,000.00 



54,500.00 
5,000.00 
63,000.00 

. 6,860.00 

11,000.00 
2,500.00 
2,800.00 

No Cash 
2,100.00 

No Cash 
No Cash 
4,500.00 

600.00 
900.00 
5,000.00 



Cash Actual Favourable 
Budget (Unfavourable) 
$ to Budget ($) 



Accounts Payable: 

Balance December 31, 1970 2,940.00 
Purchases 1st Quarter 10,500.00 
2nd Quarter 13,100.00 



26,540.00 



TOTAL 

Cash at Close o£ Period 



2,940.00 
10,500.00 
12,500.00 

25,940.00 

62,200.00 

800.00 
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SliBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB43 



FINANCING THE BUSINESS • 



INSTRUCTOR'S GUIDE 



OVERVIEW 



In lessen FAB12, "Sources of Finds for Starting a Business", vari- 
ous sources of financing were discussed, and various institutions that 
a potential biisinessman could approach in order to obtain starting funds 
were outlined. The students were shown the requirements and regulations 
mder vdiich various institutions operate. This lesson is a brief review 
of the sources outlined in FAB12. The students look at ways of using 
sources of finance to start a business, the information which is re- 
quired on a typical credit application. 



The students will discuss the details of vari.ous sources of firi- 
'ancing that are available to help start a business, and will state the 
information which must be included on an application for a loan or grant. 



RESOURCES REQUIRED 

1. See resources suggested for Lesson FAB12. 

2. Contact banks and credit unions for information regarding financing 
of business: short term and long tem. 



OBJECTIVE 
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3. Resource persoas i£ available, such as a bank or credit union man- 
ager, or a govemin5nt repiesentative . 

4. Application forms from various lending agencies, such as the banks 
or tlie departments of Indian Affairs and Northern Development, and 
of Regional Economic E:?qDansion, 



METHODOLOGY 

1. Hand out the Readings and read the Purpose and Introduction. 



PURPOSE 

In tliis lessen you will discuss the various sources of fin- 
ancing you migjit use if you need funds to operate your biasiness, 
and the various kinds of security that mi^t be requested for the 
financing. 

After discussing the sources of financing and the kinds of 
security required, you will be shown how to prepare a Credit Appli- 
caticn. ^ 



PJIRODUCTIC N 

If you have saved enou^ money, or if you are able to rent or 
lease buildings and equipment so that your cash outlay is small, 
you mi^t be able to finance a small business yourself. Ihere is 
more personal freedom when you can finance your own business; how- 
ever, there aie situations vflien it is necessary to borrow money. 
There are a nunber of places that lend people money, and it is im- 
portant that yoa know sometiiing about each of them so that you can 
choose the one that best i;eets ^ur particular needs. 

Many businesses do not succeed in obtaining all their required 
fuids in the form of equity capital. Since many people are un- 
willing to share control and future profits with partners or share- 
holders, they inust borrcjw additional funds. 

It is useful to think of tlie Canadian Business Credit Market 
as being made up of two div? sions ; one caicemed with medium and 
long-term credit of more tiian one year, and tlie other with short- 
term credit of one year or less. These two divisions differ in 
credit appraisal methods and standards. When lending oa a medium 
or long-term basis , credit institutions tend to place gi-eater em- 
phasis on the earning power of your business, and your ability to 
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repay the debt. la lending on a short-term basis, greater reli- 
ance is placed oa the Balance Shdet of your biisiaess in order to 
detennine whether liquidation o£ current assets would pixDduce 
sufficient fixids to repay the debt. 

When you apply for a biisiness loan or a biisiness grant, you 
will be required to ixll out a credit application. The more you 
can tell the lending agej^cy about your operations or expected op- 
erations, the better they l.an judge whether or not to give you the 
loan or grant. 

Renenberc many times you will not be able to appear in person 
before the perecn or persons vAio will make the final decision on 
v^etb.er you gee the loan or not. Therefore, it is very inportant 
that your credit application contains the ansv/ers to questioas they 
mi^t ask, ^ 



OBJECTIVE: THE STUDENTS WILL DISCUSS THE DETAILS OF VARIOUS SOURCES OF 
FINANCING THAT. ARE AVAILABLE TO .HELP START A BUSINESS, AND 
WILL STATE THE INFORMATION WHICH MUST BE INCLUDED CN AN 
APPLICATICN FOR A LOAN OR GRANT. 



Stimuliis . ' 

2. Ask: "HoW' many of you know how liurf, mav.ay you are going to need 

to start a busir.ass, and vdiere you are going to borrow that money?" 



Clarify Problem 

3. Ask the students to think of all the different sources of money that 
are available to start a business. Ask one of" the students to list 
these sources on the flip chart , 



Provide Information ' 

4. Read Sections 1 to 9 of the Readings. After covering each of the 

credit sources listed, allow some tine for questions and discussion. 
Refe^r to FAB12 Readings for more, detail on each :source. 



ERLC 



1857 



EAB43 



CCMTENT 

1. Short-Term Loan Capital 

The current or 'working' assets of your business should 
be considered in terms o£: 

a. normal or usual rsquireirents 

b. peak or seasonal requirenients . 

The normal asset requirements of a business should be 
financed by capital from relatively permanent sources such as 
your own investment or lcn.g-term borrowing. As a minimum, 
the amount available from these sources shotild be sufficient 
to maintain your operations until you can establish credit 
arrangements or generate anou^ sales receipts. Howevr 
working asset requirements vary a great deal during the year, 
depending on the seasonal pattern of the business, price 
changes, etc. Since the need for large amounts of cash is 
tenporary, it should be financed en ^ short-term basis. It 
is called short-term because the time between getting the loan 
and repayment of the loan is generally less than a year. 

Ihe short-term credit needs of your business may be sat- 
isfied by one of the following: 

a. a commercial bank or credit union 

b. the mercantile or 'trade' creditor 

c. a factoring conpany 

d. non-banking agencies suda as sales finance, commercial 
finance and small loan conpanies. 



2, Comnercial Banks and Credit Ihims 

The amouat of credit available from a bank is related to 
the size of the 'cushion of risk capital' invested in the busi- 
ness by you, the owner. If a bank is to risk its finds by 
providing a loan, it insists that you must risk your finds in 
adequate proportion. As a general rule, in order to borrow 
working capital from a bank you iroist provide a proportionate 
amoint of risk capital. The bank's decision to extend credit 
is closely related to this rule. 

A bank is interested in: 

a. how mudi money you need 

b. how you are going to use it 

c. whether your business will make more money 
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d. vfliether the bank will be repaid 
■3. vtfien it "will be repaid. 

In order to ans\ver these questions and iacrease the 
chances of getting the loan, you can use the budget you pre- 
pared for your business. If you can approach the institution 
you wish to borrow money from with a well -prepared budget 
showing how mich you need, \A\en you need the money and how 
you plan to repay it, you iirprove your chances o;r getting 
the money you need. 

It is a function of chartered banks to make loans to 
borrowers who can use the money profitably in legitimate en- 
terprises, with reasonable prospects of repayment under nor- 
mal conditions. Bank loans are granted for working capital 
purposes, and provision is made for repayment of the loan 
from the ordinary operations of your biisiness. Usually you 
provide security for bank loans unless your financial pos- 
ition is really strong and your business is well encagh es- 
tablished to warrant unsecured credit. 

Under the terms of the Bank Act, banks may prnvide loans 
to manufacturers , i*.olesalers , shippers, dealers, i^tock- 
raisers, farmers, fishermen, etc* Below are :sovre foims of 
collateral ^^/hich may be accepted as security. 

a. items iidiich are manufactured, purchased, raised or grown 

b. equipment used in manufacturing or processing 

c. drilling rights 

d. assignments of accounts receivable. 



3. Trade Credit 

Practically all small businesses make regular use of the 
mercantile credit extended by suppliers; that is the value of 
the goods received is 'borrowed' by the business until the 
invoice is paid, ^cept in cases where cash is paid 'with or- 
der' or 'on delivery' . Such amounts are borrowed solely on 
the security of the noimal terms of payment in the particular 
trade and on your businesses reputation. Usually your credit- 
or neither requires nor expects any security for the amount 
you owe him. However, most of yar suppliers will check your 
credit rating before your order is accepted. If you meet your 
credit obligations regularly, you should have no trouble get- 
ting financing through mercantile credit. 

Credit extended by suppliers is yer> inportant to the be- 
ginning businessman. In fact, trade credit io the small firm^s 
most widely used source of short-term funds. The fact that 
trade credit is used to finance inventories indicates that it 
is usually short-term financing, that is, for 30, 60 or 90 days. 
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The jnost common type or form o£ trade credit is the open- 
book accouat." If the sinall businessman secures open-book 
crcdit, he sinply places his order via the telephone or 
thTOU^ the use of a purchase order, and once the order iias 
been approved, tlie supplier ships the goods and enteis the 
small businessinan's debt on his boo];s. When the goods and 
the invoice are received by tJie small businesTioan, he enters 
the amount shown on his Acccuits Payable ledger. 

The amount of trade credit that will be available to the 
small businessman will depend on ids type of business and tiie 
supplier's confidence in the firm. It is a fact, however, 
that sippliers tend to pl-v^e greater confidence in a new busi- 
ness, and extend credi,^. more freely than coiiiinercial banks. 
This is probably drx: to the suppliers' interest in developing 
new customers, "^^ankers also are usually much more conplete 
in their an8J;o>is of the financial conditions of any new 
customers. Althougji a supplier usually checks the general 
credit rating of tlie purchaser, he extends credit without re- 
qu-i ving detailed financial statements. Ihe supplier also 
.ends to be somewhat less exacting than a banker or other 
lender in requiring rigid adherence to credit terms. 

In considering the use of trade credit, you should pay 
strict attention to the costs involved. Hie most critical 
cost involved is failure to take an, offered cash discount. 

If a cash discount is missed, trade credit is probably 
the most expensive fom of credit that you vjill use. The 
following exan^ile will illustrate the cost of trade crec'it. 
Assume tnat credit ti^rms are 2/10, net 30. In such a cije if 
you fail to pay by the 10th day, you must pay the full ^iiiount 
by the 30th day. Vius uussing a discoint means that you are 
going to use the sipplier^s funds for an additional 20 days 
and also lose a discount of 2 per cent of the face value of 
the invoice. In other words, you are paying 2 per cent to 
use the si5)plier's funds for an extra 20 days. In terms of 
an ^iual cost, there are 18, 20-day periods in a year, hence 
the annioal interest cost of trade credit in this case is 18 
tiiiBS 2 per cent, or approximately 36 per cent. (The cost of 
trade credit is converted to an annual rata basis.) It is 
clear from this exanple that you shoiiLd take advantage of any 
trade discomts you are offered. Pay your accoints payable 
within the discount period. 



Factoring Companies 

Factoring conpanies are businesses v^lch specialize in 
bijying the accoints receivable o£ their clients. The client 
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relies on the factor's advice as to what trade credit he 
should extend to. his customer and transfers the account re- 
ceivable to the factor. Ttie factor, therefore, assumes the 
full credit risk and absorbs all credit losses and collection 
expenses in connection with the receivables he has purchased. 

This type of financing is not usually used by a small 
businessman, but if you are aware of its presence you mi^t 
be able at some time to make use of it as a form of short- 
term financing. 

Factoring conpanies discount the receivables and also 
charge a commission for collecting the receivables. The co- 
mission is the factor's pay for assuming full credit risks 
on the receivables purdiased, as well as for undertaking the 
collection woik and absorbing all the expenses connected with 
the collection. 



5, Sales Finance Conpanies 

Finance conpanies are best known for their role in the 
retail or ccnsumer credit field, but many of tliem offer ser- 
vices to the businessman in the area of purchasing and fin- 
ancing for machinery and equipment. The sales finance com- 
panies only require that the equipment they finance be reven- 
ue producing, and that an assessment of the credit risk in- . 
dicates your ability to pay for the equipment out of the rev- 
enue generated by its use. 



6 , Commercial Finance Conpaiies 

Commercial financing is similar to sales financing. 
Comirercial financing companies will normally lend money se- 
cured by assignment of accounts or notes receivable in much 
the same way as banks and small loai conpanies do, Tliey will 
also make loans secured by warehouse receipts. Like factors 
commercial financing conpanies usually limit their loans to 
manufacturer's or viiolesaler's receivables. However, they 
differ from factors in that they do not buy receivables, and 
they do not assume any credi.t risk. Usually they do not pro- 
vide collection service or management advice. 



7, The Smal l B usinesses Loans Act 

The Small Businesses Loans Act was brought into force by 
proclaiiiation and became effective on January 19, 1961. This 
legislation permits loans to be made by the chartered banks 
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under a federal government guarantee to assist small business 
enterpriser> engaged in manufacturing, wholesale trade, retail 
trade and most service businesses in the ijnprovement and 
modernization of equipment and prmises, 

A small business enterprise, as defined by the Act, is 
one -whose estmated gross annual revenue for the fiscal year 
in which the application for a loan was made did not exceed 
$250,000.00. The maxijmjm loan is $25,000.00 or an amount 
equal to the principal outstanding for any other loans of 
that business. The bank may, after taking into account the 
aiTtount borrowed and other important facts, allow up to ten 
years for the repayment of the loan. 

By talking with your banker, you will be able to find 
out if you can obtain funds under this Act. 



Indian Loan Fund 

■ « 

The Indian Loan Fund will make money available to treaty 
Indians for the purpose of establishing businesses in 
manufacturing, farming, retailing and tourism. Large loans 
are available, if the business is well planned and has 
potential. For further information contact your local 
Indian Affairs "office. 

Advantages Over Other Leading Institutions 

a. The Indian Loan Fund wil-1 provide money to start your 
business when other credit sources cannot, or are not 
available to you. 

The interest rates charged are lower than common sources 
of credit. 

c. The repayment period can be up to a maxinium of 20 years. 

The Industrial Development Bank 

Industrial Development Bank, a subsidiary of the Bank of 
Canada, was established by the federal government in 1944. 
Its purpose is to provide medium and long-term loans to 
industrial enterprises who cannot obtain loans on reasonable 
terms and conditions elsewhere. Regional offices are 
located in each province. 

Most types of businesses (manufacturing, wholesale or 
retail trade, tourism, construction, professional services, 
and transportation) are eligible for Industrial Development 
Bank loans. The business may be a new one or an existing one; 

1^.'2 
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hovrever, partic^olar attention is paid to small business. The 
loans are normally for a period of 7 to 10 years but can be 
repaid at any time- 

Ihe usual purposes of Industrial Dsvelopment Bank loans 
are to finance the purchase of fixed assets such as land, 
buildings, machinery, and equipment, and to finance the es- 
tablishment of new businesses. 



Not as much security is required to obtam a loan from the 
Industrial Development Bank compared to most lending instit- 
utions . 

Disadvantage 

Industrial ^vel opment Bank seldom extends their terms beyond 
10 years. 



5, Read and discuss Section 10 of the Peadings. 



10. Using Sources of Finance tb Start Your Business 

a. Planning for Loans 

Careful planning is essential. This starts with an 
mderstanding of one's current situation. That is, you 
should evaluate your own resources - your property, 
savings, aiibition, management ability and so on. The 
long range credit needs of both your business and the 
family must always be kept in mind. 

b. Budgeting 

Budgeting is a very useful tool in planning for a loan 
to start your business, A budget is sin^Dly a prosecution 
of the e:q)ected receipts, expenses and net income when 
you start a business. Such budgets require total costs 
and income estimates. 

c. Determining the Size of Loan That Can be Carried 

it ii^ very hard to determine t'le size o± loan that can 
be safely carried - mainly because it depends on many 
factors which vary according to the individual's circum- 
stances. 

Repaynmt capacity is the most iin)ortant factor to keep 
in ndnd. You can estimate your repayment capacity by 
looking at the projected estimates (budgjet) of your 
yearly receipts, expensei.*., net income and living expenses. 
For exsraple: 
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Estimated receipts $26,000.00 

Less expenses 19,400 .00 

Net irxojTt^ $ 6,600.00 

Less living expenses $3,600.00 

Iteplacemep.t allowance 1,500.00 5,100.00 
Debt pa^nnent capacity 

(yearly payment) $ 1,500.00 

Given an interest rate o£ 7% and a desired repayment 
period of 10 years, how large a loan can you borrow? 

To determine the factor to use, you refer to the table 
below. 

(1) Find the interest rate on the left hand side of 
the table (in exau^^le, 7%). 

(2) Find the desired repayment period expressed in years 
along the top of the table (in exan^ile, 10 years), 

(3) Look down the year column mtil you are at the nxm- 
ber opposite the interest rate yoi: are working with. 
This will be the factor to use (in exajiple, 7.02). 



interest inpayment PeriodT 

Rate 5 

4% $4.45 

5% 4.33 

6% 4.21 

1% 4 ..10 

8% 4.00 



Debit limit = $1,500.00 x 7.02 = $10,502.00 

You can borrow a loan for $10,502.00. 

Use Table 1 aid the foregoing sajiple budget to calculate 
the following: 

Situation 1 

Given an interest rate of 5% and a desired repayment 
period of 25 years, how large a loan can you borrow? 

Situation 2 

Given an interest rate pf 6% and a desired repayment per- 
iod of 30 yeais^how laTge a loan can. you borrow? 



10 


15 


$8.11 


$11.12 


7.72 


10.38 


7.36 


9.7L 


7.02 




6.71 
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Interest 






Repayment Period (years) 




Rate 5 


10 


15 


20 25 


30 35 


40 


4% $4.45 


$8.11 


$11.12 


$13.59 $15.62 


$17.29 $18.66 


$19.80 


5% 4.33 


7.72 


10.38 


12.46 14.09 


15.37 16.37 


17.16 


6% 4.21 


7.36 


9.71 


11.47 12.78 


13.76 14.50 


15.05 


71 4.10 


7.02 


9.11 


10.59 11.65 


12.41 12.95 


13.33 


81 4.00 


6.71 


8.56 


9.82 10.67 


11.33 11.65 


11.92 



Table 1 Debt Limits per $1 annual Payment 

This table can be used to determine how large an 
amortized (amortize means extinguish a debt, usually by 
a sinking fund) loan can be taken out. However, it is 
necessary to know the amount of the annual payment as 
well as the interest rate and the desired length of tht. 
repayment period. All that is needed is to find the 
right interest rate, the repayment period (years) and 
multiply the corresponding figure by the number of 
dollars of each yearly payment. 

In general, the greater the amount of incane that is 
available for repayment and the longer the time period 
allowed for paying back the loan, the larger is the size 
of the loan that can be carried safely. Other factors 
which must also be considered include: 

(1) the profitability of the business 

(2) your age and health 

(3) the amount of capital already owned 

(4) the general outlook for the future (sales forecasts) 

(5) the amount of credit a lending agency is willing to 
loan. 

d. Length of the Repayment Period (term; ^) 

The kind of loan and repayment capacity should determine 
the length of the repayment period. If repayment 
capacity is very good, a loan can be paid back quickly 
and interest charges saved. However, it is not always 
advaii.tageous to repay a loan as quickly as possible. 



Long-term loans, such as land and buildings, normally 
are paid for over a fairly long period (15-20 years) , 
Shorter-term luans require less time, and should be paid 
for before the purpose of the loan no longer exists. For 
example, machinery must be paid for before it wears out. 
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la general, the repayment period should be related to 
the expected lifetime of v^iatever the loan is borrowed 
for. It could also com^spond to the tiine required to 
earn, enough incoine to pay foic^e loan, providing this 
is consistent with your businesses long-term credit, needs . 



6. Hand out pairphlets and other infoimation on financing to students. 
Discuss this material with the students. Bring the resource peo- 
ple (if available) to discuss the details cf various sources of 
financing. 

Hie instructor should point out tliat when the students are ready to 
go into business, they will be able to get i4)-to-date information 
and assistance in getting a loan from the sources of credit they 
investigate. 

7. Ask the students: ^How does one get and maintain a good credit 
rating?" Ask the students to think of answers to the above question 
and have one of the students list the suggested answers on the flip 
chart. 

8. Read and discuss Section 11 of the Readings. 



11. Establishing and Maintaining A Good Credit Policy 

When 'shopping* for short-term financing, the businessman 
should explore all possible sources. Ihe use of an Operating 
Budget will give you time to find the best source for finan- 
cing, it will tell you how much you are going to need, and it 
will tell you how you are going to repay the financing. You 
help yourself and your creditors by being prepared. 

a. Personal Reputation 

The most inportant asset you have is your personal repu- 
tation. If you have a reputation as a man of your 
word , suppliers and banks will be interested in doing 
business with you. If you have a reputation for not 
paying your debts, then your cliances of establishing a 
good credit rating are low. Not even a stack of good 
looking financial statements will inpxess your suppliers 
or the bank managers. 

b. A bility to Pay 

Hot only must you have a good personal reputation, but 
you must also convince your creditor that you know vAiat 
you are doing, and that you are running a good business. 
Si5)pliers and banks want to do business with you, but 
they also want to be assured that you will be able to 
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repay them. If you are in a poor financial position and 
need credit, it helpr^ to know why you are in tliat pos- 
ition and how you can get out of it. Again the iirpor- 
tance of planning and preparing budgets will help you. 
The budgets will show you why you are in that financial 
position, how jiiuch money you need, and how you are going 
to repay your creditor. By showing on paper an ability 
to repay a creditor, you increase your diances of get- 
ting credit. 



9, Ask: 'Wiat information would be needed by a lendir^g agency from 
anyone applying for a loan?^' List answers an the flip chart. 

10. Read Section 12 of tJie Readings* Relate Readijigs to the answers 
listed in point 9. 



12 . implying fc^r a Loan or Grant 

Every organization that lends money has its own appli- 
caticn forms. The forms usually ask the same kind of ques- 
tions althougji the wording may be different. If you mder- 
stand why the questions are asked, it will be easier for you 
to provide the correct and/or useful answer. 

You may be applying for operating capital or long-term 
capital for purchasing fixed assets. The institution you ap- 
proach to get the loan will depend on who you are, where you 
are and for vdiat you want the loan. Earlier in the course 
you discussed where you could borrow money, for what purpose 
and the special fmds available. Each of these institutions 
will have application forms they require you to coirplete. 
They migjht also require you to submit a written proposal con- 
taining projected financial statements showing how you w^ll 
use the money and how you will be able to repay the loan. 

In the case of a grant you will not have to repay the 
money, but you will still be required to complete an appli-^ 
catim form. You will also likely be asked to ^.ve the in- 
stitution a written proposal showing how the grant will help 
your b\asiaess cmd commuaiity. 

The following are the type of questions you mi^t be 
asked ax an application form: 

a. Occupation 

b. Edacaticn 
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c. Marital Status - dependents - agp 

d. Source and arnbuat o£ iricome 

e. Bmploymnt record for the past five years 
£. Life rjxsurance policy plan, pension plan 

Savings 

h. Personal living expenses per month 

i. List of debts - amounts age - payments 
j . Where banking is done 

k. List of assets - encuni) ranees 

1 . References 

m. Type of ownership . 

n. Aiy government grants 

o. Co-maker - guarantor 

p. Amomt of loan required 

q. For what will loan, be used 

r. When will moaey from the loan be used 

s. Source of funds for repayment 

t. Security available 

u. Real estate particulars (description, location, name in 
viiich title appears, year purchased, encunbrances. pur- 
chase price, fire insurance, nortgage - due date, taxes) 

V. Repayment plan - amomt - when 

w. The past performance' of the bvsstness 

X. Future expectations of the business 

y. Locatim of the business. 

When you borrow money you are vising someone else's sav- 
ings or earnings. The institution lending the mcney wants to 
make hxxre you can and will repay the money. Your personal re- 
cord and the record of the business will have a lot to do with 
the final decision m your application. The way you are able 
to answer a loan raaaager's questions is as inportant in get- 
ting your loan approved as having good security. A budget 
and good records will be a great help to you when you apply 
for the loan or grant. If you are jijst starting a biisiness 
and therefore do not have any past records, the operating bud-- 
;:get and projected financial statements will be extremely im- 
portant. 



11, Read and discuss Section 13 of tlie Readings. 



13. Assessment of Loan Application 

Li order for you to see what is invalved in a loan appli 
cation, an exanple of a summary of a loan application is pre- 
sented below. A Statement of Projected Cash Flow and a 
Schedule of Loan Repayment are also included. 
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Sunmary of Loan J^plicatioii 



i^plicant 

Joseph Walker 

Purpose / 

He wants to purchase a new school bus and new car to transport 
children from Middle Narrows to School in Mabou. 

Amount of Loar ; 

New 48 passenger bus $ 8,196.00 
New sedan 4,006.00 

$1Z,Z02.00 

Evaluatica of Bus Operation 

The projected statement of cash flew was prepared from the 
following infonnation: 

a. Revenue 

Contract amount for the 1972 - 19 73 year with a 6% increase 
projected for each of the years 1973 and 1974. 

b. Gas 

Bus - 6 miles per gallon or $.09 per mile. 
Sedan - 12 miles per gallon or $.045 per mile. 

c. Interest 

7 1/4% on a declining balance for a loan in the amount of 
$12,202.00 repayable over a thirty-six month period with ten 
monthly instalments per year, coinciding witii the school term. 

d. Normal Maintenance 

Estimated cost of $.21 per mile prejected evenly over the three 
year period. 

e. Wages 

IWo drivers at a cost of $100.00 per week. 

Ihe net cash available after loan repa>anents should be sufficient 
to maintain the applicant's hoiisehold. ' 
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Ey nluaticn of the i^plicant 

J4ari'.:al Status - married 
Etepen tents - 4 

Experi^^nce - Uaenployed for several luoaths and received 
welfare assistance • Lacks bijsiness experi- 
ence. 

Potential - Professional guidance is available tlirougji 

Provincial and Federal agencies. Ihe cash 
flow from the operation should provide suffi- 
cient income to maintain the applicant's 
household. 

Coal elusion 

Based on the foregoing information and the Statement of Pro- 
jected Cash Flow, it is recommended that the loan application be 
caisidered, subject to: 

a. Satisfactory assessment of applicant's ability to manage his 
operation successfully, si:5)plemented with professional advice 
as required; 

b. Maintenance of adequate accounting records to provide nmthly 
information to the lending agency; 

c. Mortgage security on vehicles being acquired and any additional 
security considered necessary. 



Joseph Walker 
Schedule of Loan Repayment 



Loan Principal $12,202.00 
interest Rate 7 1/4% 

Term 36. months coitEiencing Septeirber 1, 1972 

1972 1973 1974 TOTAL 

Principal Repayjient $3,777.00 $4,059.00 $4, yj6. 00 $12,202.00 
Interest 753.00 471.00 168.00 1,392.00 
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Schedule of Repayment (10 monthly payments) 



1972 



Interest 

$ 87.46 
84.82 
82.16 
79.48 
76.78 
74.06 
71.31 
68.55 
65.77 
62.97 



Principal 

$ 365.59 
368.23 
370 . 89 
373.57 
376.27 
378.99 
381.74 
384.50 
387.28 
390.08 



Payment Principal 



$ 



453.05 
453.05 
453.05 
453.05 
453.05 
453.05 
453.05 
453.05 
453.05 
453.05 



$11,836.41 
11,468.18 
11,097.29 
10,723.72 
10,347.45 
9,968.46 
9,586.72 
9,202.22 
8,814.94 
8,424.86 



1973 



$ 


753.36 


$3,777.14 


$4 


^ S 30 • CO 




$ 


60.15 


$ 392.90 


$ 


453.05 


$ 8,031.96 




57.31 


395 .J4 




■ 453.05 


7,636.22 




54.45 


398.60 




453.05 


7,237.62 




51.57 


401.48 




453.05 


6,836.14 




48.66 


404.39 




453.05 


6,431.75 




45.74 


407.31 




453.05 


6,024.44 




42.79 


410.36 




453.05 


5,614.18 




39.83 


413.22 




453.05 


5,200.96 




36.84 


416.21 




453.05 


4,784.75 




33.83 


419.22 




453.05 


4,365.53 


$ 


471.17 


$4,059.33 


$4,530.50 





$ 30.80 


$ 422.25 


$ 453.05 


$ 3,943.28 


27.74 


425.31 


453.05 


3,517.97 


24.66 


428.39 


453.05 


3,089.58 


■ 21.57 


431.48 


453.05 


2,658.10 


18.45 


434.60 


453.05 


2,223.50 


15.30 


437.75 


453.05 


1,785.75 


12.14 


440.91 


453.05 


1,344.84 


8.95 


444.10 


453.05 


900.00 


5.73 


447.32 


453.05 


453.42 


2.50 


453.42 


453.05 




$ 167.84 


$4,365.53 . 


14,530.50 


NIL 


1,392.37 


12,202.00 


13,594.37 





NOTE: Ihe follcvrirxg statements refer to Joe Walker's State- 
irent of Projected Cash Flow and the Scliedule of Loan 
Repayments. 
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FAB43 
Indicator 

12. Group discussion. 

1^. Read Secticn 14 o£ the Readings to summarize this lesson. 



14. Summary 



Remenber, vAiea you are applying for a loan and/or grant, 
you are asking to use soineone's money. The lending agency 
will want to know the following informatiai about you and 
your business . 

a. How much money you need 

b. How you are going to use it 

c. Whether your business will make more money 

d. Whether the lending agency will be repaid 

e. Wlien and how it will be repaid. 

In your proposal and application, you MUST answer these 
and other questions about you and your business. RemeT±)er 
that often people making tlie decision on whether to give you 
tlie loan know only what you tell them on your application. 
Hie more conplete information and plans you can tell these 
people, the better your application will be received. 

Short-term financing is the use of loans and/or credit 
to get your business over a ti^t cash position. It will be 
repaid witiiin one year. There are many sources of short-term 
financing. Some you looked at in this lesson are: 

a. Banks and credit unions 

b. Suppliers mercantile credit 

c. Sales finance conpanies 

d. Factoring cojipanies 

e. Commercial loan conpanies 

f. Small Business Loans Act. 

Other sources are becoming available to small business- 
men. Federal govermnent departments such as Northern Develop- 
ment and Indian Affairs are a possible source of short-term 
financing. Soire provincial governments are developing loan 
programs to help tlie small businessman obtain short-term fin- 
ancing. 
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It really does not matter, whom you approach for short- 
term financing, they will ,,ant to Imow the following: 

a. How mucli money you need 

b. How you are going to use it 

c. Whether your business will make more money 

d. Vihether they will be repaid 

e. Vihen they will be repaid. 



/ 
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SUBJECT MANAGEMENT PROCESS 

LESSON MP14 THE MANAGEMENT FUNCTIONS REVIEWED 

. ' INSTRUCTOR' S GUIDE 

OVERVIEW 

The students have studied the four functions of management. This 
lesson is intended as a review of the four functions so that the students 
see the functions in perspective and how they relate to one another. 

OBJECTIVE 

The students will gain a better perspective of the management 
functions by means of a review of previous lessons. 

RESOURCES REQUIRED 

1. Lessons MP7, MP9, ^5P11, and MP13. 

2. Flip chart. 

METHODOLOGY 

1. Hand out the Readings end read the Puipose and Introduction. 
PURPOSE 

This lesson will review the four management dfunctions . 
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INTRODUCriCN 

You have learned the four manageinent functions as well as a 
great deal in the different subjects of the course \>^iich will per- 
mit you to do a better job of manageinent. In this lesson you 
will review each of the four management functions. 



OBJECTIVE: llffi STUDENTS WILL GAIN- A BETTER PERSPECTIVE OF THE MANAGE- 
IvENT FUNCTICN BY MEANS OF A REVIEW OF PREVIOUS LESSONS. 

2. Read Sections 1 to 5. Before reading each section, have the stu- 
dents discuss the fmction involved in order to determine what 
they remember. Then read the section along with a review of the 
previous lesson and discuss it. Ihe instructor will be able to 
provide many practical examples to make the lesson more useful. 



CQN'IENT 



1. Planning 



Planning is the function of setting objectives, goals 
or standards for the business. Ihese objectives may be fin- 
ancial (in teims of budgets) or they may be standards of work 
performance of enployees; there can also be goals which the 
business must meet in terms of size, sales, services, etc. 

(Refer back to lessen MP7, "The Planning Function", and 
review the Readings.) 



2. Organizing 

You will realize the need of organization in a business. 
Any business ;diich has one or more enployees will need some 
form of organizing. It can be quite sinple with a few em- 
ployees but should contain more detail as more people are in- 
volved. Each person will need to know his responsibilities 
or duties, his authority and how he conmnicates within the 
organization. 

(Read lesson MP9, "The Organizing Fmction", as a review 
of the organizing material.) 
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3. The Directing Puaction. 

It has been mentioned that to many people the directing 
function is really vAiat management means. A person in man- 
agement directs people so that they help reach the biosiness's 
objectives. Since these people are individuals with their 
• own needs, there are often problems whida dewlop. The man- 

ager's job can be a difficult one since he is concerned with 
the enployee but he must at the same time reach the organi- 
zation's objectives. This means he will need to know how to 
lead, motivate and communicate so that problems are avoided. 
The manager will have to know when and how to discipline. 

(Review lesson MPll, "The Directing Fuaction", to re- 
fresh your memory of the material in this lesson.) 



4. The Controlling Finction 

The last function stvidied was the controlling function. 
This function is the necessity of checking the performance of 
the business against its plans, goals and objectives. If the 
manager dees not make this check, it will not know how well 
it is accoji5)lishing its plans. 

(Refer to lesson MP13, "The Controlling Function", for 
a review of this function.) 



5. Summary 

Althou^ the lessons were studied with planning first 
and controlling last, these fmctions are on- going in any 
business. Controlling leads to new plans and new plans re- 
quire control to determine whether they are readied. Dir- 
ecting and organizing are also on-going fmctions \^ich» never 
cease as Icng as the business is in operation. 



Indicator 

3. Have the students review their two practical projects and analyze 
them fxom the management point of view. What management functions 
did they perfom? . Which ones did they not perform? Why? Would 
it now be easier to conduct a project? Have the students analyze 
in depth the management fmctions performed and determine how well 
they were performed. 
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Have the students list an the flip chart all the problents 
they have had ia relation to the management fmctioias in the pro- 
jects and then discuss how these problems migjit be avoided in a 
future project. 
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SUBJECT PERSONAL FINANCE 



LESSON PF6 PERSONAL INSURANCE 



INSTRUCTOR'S GUIDE 



OVERVIEW 

Fire, theft', illness, iajmy or death can strike aayaae at any 
tine. In addition to personal grief and sadness, there is usioally con- 
siderable financial loss as well. If any of these things happen to the 
owner-manager of a business, he may be forced to sell sone or all of 
his business assets to meet ejq^enses. 

To protect themselves, individuals and families can purchase 
certain types of personal insurance. The type and amount of insurance 
will be determined by individual need and ability to pay insurance 
premiums . 

Whether a person owns his business or not, there are certain types 
of personal insurance that he cannot afford to be without. One ex- 
aiiple is fire insurance and another is personal liability insurance. 

The material is introduced by discussing insurance in general; 
what it is and how it works. The discussion then covers persmal in- 
surance; what it is and the difference between personal and business 
insurance . 

Ihe lesson points out that personal insurance is of particular im- 
portance to the owner- manager of a small business. This stems from the 
fact that the small businessman usually cannot afford serious or even 
moderate financial losses. He sinply must protect himself with insur- 
ance coverage. Finally, the lesson points out the types of insurance 
that the businessman should consider. 
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The insurance field is con5)lex and involved. .All the lesson can 
do is create an awareness o£ the nature o£ insurance. Ihe reference 
for this lessen is based on business insurance. Personal and business 
insurance are generally the same type of insurance but for different 
purposes. Greater detail about different types of insurance is pro- 
vided in the lesson on business insurance. 



OBJECTIVES 

1. Ihe students will know vdiat insurance and personal insurance are, 
and how insurance coverage works* 

2. The students will know the difference between business and per- 
sonal insurance, and the inportance of perscaial insurance to a 
businessman. 

3. The students will know some of the types of personal insurance 
that are available, and the kind of protection each type provides. 



REFERENCE MATERIAL FOR INSTRUCTOR 

1. How to Run a Business . Ottawa: Information Canada, 1968, ch. 9. 



RESOURCES REQUIRED 

1. Flip chart 

2. Projectual PF6-1, "lypes of Personal and Financial Loss" 

3. Case PF6-1, "Miller's Misfortunes" 

4. Filmstrip, "Patterns for Protection" 



METHODOLOCy 

1. Hand out case PP6-1, "Miller's Misfortunes"; read the case and 
discuss the questions given. 

2. Hand out the Readings and read the Purpose and Intreduction, 



PURPOSE 

In this lesson you will discuss some types of personal loss 
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you may suffer due to fire, theft, illness, mjury, or death. You 
will also discuss: 

1. Ihe meaniag of insurance 

2. liDW insurance coverage works 

3. The main reason for purchasing personal insurance 

4. Some types of personal insurance that are available. 



INTRODUCTION 

Scm questions vfhich you should consider include: 

1. What would happen if youi hoire and everything in it were 
destroyed by fire? 

2. What would happen if serious injury or illness prevented you 
from working for a certain length of time? 

3. What would happen if someons sued you for a very large 
amount of money? 

In addition to the sadness and gilef that you and your family 
would suffer from these or similar losses, there would be seiious 
financial problems as well; however, insurance is available to 
protect you against such losses. As owner-manager of your own 
business you should be fully aware of the protection, that per- 
sonal insurance can give you, your family, and your business 
assets. 



OBJECTIVE 1: THE SHIDENTS WILL KNOW WHAT INSURANCE AND PERSONAL IN- 
SURANCE ARE, AND HOW INSURANCE ODVERAGE WORKS, 



Stimulus 

3. Ask: "Wiat do the terms insurance and personal insurance mean to 
you?" Encourage discussion. Have one of the students list answers 
oi the flip chart. 



Clarifi^ Problem 

4, Ask: "How does insurance coverage work?" You may have to clari^ 
tlie above question by asking: 'TVhen you buy insurance coverage, 
what do you have to do and lAat does the insurance company promise 
to do?" Encourage discussiai. Have one of the students list 
answers on the flip chart. 
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Ask: ''How do you feel about insurance? Is it a good thing? Why? 
Why not?" Haw one of the students list the advantages and dis- 
advantages of insurance oa the flip cliart. Eacoura^ students to 
relate any experiences they may have had when purchasing insur- 
ance, and any e:xperiences they may have had in making a claim to 
the insurance cbupany. 



Provide Information 

5. Read Sections 1, 2 and 3 of the Readings and discuss. Coitpare 
each section of the Readings with the answers on the flip chart. 



CONTENT 



1. What is Insurance? 

Insurance is financial protection against certain types 
of loss. 

When you purchase an insurance policy of any kind you 
agree to make payriients to the insurance coiipany at certain 
tiiiBS of the year. In exchange for these payn^nts the in- 
surance conpany promises to pay you a certain amount of money 
if you suffer a loss mich"'is covered by the policy. 

The payments you make to the insurance coirpany are 
called insurance premiums. 

2. How Does Insurance Coverage Work? 

Everyone wlio buys insurance coverage pays a premium to 
the insurance company. 

Many people buy insurance coverage, but only a very few 
of them suffer losses and claim payment from the insurance 
company. For exaji5)le, the nunber of people \Aio purchase fire 
insurance on their homes is quite lar^. But veiy few of 
them have fire losses This means that each person (or fam- 
ily) pays a low insurai^ce premium each year. However, the 
total amount paid into the insurance company is large enougja 
to offset {or cover) the serious losses suffered by a few 
people (or families). This is known as )reading the risk. 
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3. What is Personal Insurance ? 

Personal insurance is insurance which provides a per- 
son or family with financial protection against certain types 
. of personal losses, for exanple: loss by fire or theft, 
loss of lii-e, or loss of job throu^ injury. 

Ftersonal insurance coverage provides a money payment to 
compensate (repay) the person or family for the financial 
loss that takes place. 

Indicator 

6 . Students answers to questions and discussion o£ Reading material 
will indicate whether this objective has been achieved. 



OBJECTIVE 2: IHE STUDENTS WILL KNOW IHE DIFFERENCE BETWEEN BUSINESS 
AND PERSONAL INSURANCE, AND IHE IMPORTANCE Or PERSONAL 
INSURANCE TO A BUSINESSMAN. 



Stimulus ' 

1. Ask: ■'What is the difference" between b^jisiness and personal in- 
surance? Discuss, encouraging students to give examples. List 
answers on the flip chart. 

Clarify Problem 

Z. Show projectual PF6-1, "Types of Personal and Financial Loss*'. 
Ask: "If any of these things happened to you, what effect would 
it have on you and your family? What would happen to your busi- 
ness?" Encourage discussion. 



Provide Information 

3. Read Sections 4 and 5 of the Readings. Discuss as necessary. 
Coii5)are Reading material with answers on flip chart. 



4. Personal Insurance and Business Insurance 

Personal insurance and iDUsiness insurance are not the 
sams. For exairple, you should have fire and theft insurance 
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PF6-1 TYPES OF PERSONAL MD FINANCIAL LOSS 
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on your business (on the buLldixig, stock and fixtures). In 
addition, you should have fire and theft insurance m your 
home and personal possessions (^furniture , clo^Jiing, kitchen 
utensils, etc.) 

Aiy insurance you carry on your business is a business 
e3q)ense the sane as, wages, electricity, heating, etc, Ihese 
expenses are some of the ones that you use to. calculate the 
profit and loss of your business. Fire insurance on. your 
home and personal possessions is personal insurance. It can- 
not be used to calculate the profit or loss of your business. 



Personal Insurance is Valuable to You as Owner-Manager of 
Your Business" 

Certain types of personal insurance are valuable to' 
almost everyone. For exanple: 

a. Fire insurance protects you against financial loss 
"Whether you own your own home or rent an apartment, 

b. Personal , liability insurance is inportant in case you 
injure someone with your car. If you do cause injury 
to someone they could sue you. If they sue you and win, 
the insurance coupany will pay the money for you, "if 
you have personal liability insurance. 

c. If you die leaving a wife and children, life insurance 
will provide the money that your family will need when 
you are no longer there to earn an income. 

When you own your own business, personal insurance is 
just as iiofportant - peihaps even more inportant. You may 
ask: ''Why?" The reasons are that when you start your own 
business you: 

a. Will likely invest most or all of your own savings in 
your business . 

b. May borrow money from friends or relatives to invest in 
your business. 

c. May borrow money from a government agency, credit union 
or bank to invest in your business. 

Now suppose tbiat: 

a. You are injm^d or become ill and couldn't work for one 
or two years. 
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b. You accidently iajure soneone with yoiir car and they sue 
you for $20,000 damages - and wia. 

c. Your house and all your personal possessions are de- 
stroyed by fire. 

If any of these things happen and you do not have per- 
sonal insurance, you may have to sell some or all of your 
business assets: 

a. to have enougjhi money to live on while you cannot work, 

b. to pay the $20,000 damages to the person v4io sued you, 
or 

c. to get the noney you need to build another house (or 
rent an apartnent), buy clothing, dishes, furniture and 
other things you need. 

If this happens , you could lose some or all of the money 
you invested in the business. In additim, you would have 
a hard time repayiag the loans you obtained. Peihaps you 
would not be able to repay them at all. You could lose every- 
thing you worked and saved to build. 

As you can see, personal insurance protects you and 
your family from serious financial loss. In addition, per- 
sonal insurance helps to protect your business assets. 



Indicator 

4. Students' answers to questions and discussion of heading material 
should indicate whether this objective has been achieved. Review 
if necessary. 



OBJECTIVE 3: THE STUDENTS WILL KNOW SOME OF THE TYPES OF PERSCNAL IN- 
SURANCE THAT ARE AVAILABLE AND THE KIND OF PROTECTION 
EACH 'lYPE PROVIDES- 



Stimulus 

1. Ask: "Do you feel you will need any personal insurance if you 
start your own biosiness? If so, v4iat kind of protection (in- 
surance) would you want? Why?" Have one student list the differ 
ent types of insurance suggested on the flip chart. Also list 
any reasons given \Aiy insurance would not be purchased. 
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Clarify Problem 

2. Discuss the answers given. Point out that buying insurance is a 
personal decision that eadi persai mist make for himself. 

Provide Information 

3. Read and discuss Sections 6 and 7 of the Readings. 



6. What Type of Personal Insurance Do lou Need? 

If you plan to start and operate your own business, you 
may want to consider some of the following types of personal 
insurance . 



a. Life Insurance 

The basic purpose of life insurance is to provide the 
money that yoxxr family will need if you should die at 
an early age. Some types of life insurance provide for 
income after retirement age. 

However, the particular type of life insurance that you 
may want depends on your needs . You can work this out 
with a trustworthy insurance agent. 

b. Fire Insurance 

If you are like most businessmen, you will probably . 
carry some fire insurance on your business. In addition 
you should seriously consider fire insurance on your 
home and personal possessicns (such as clothing, furn- 
iture, etc.) or just on your persmal possessions if you 
live in an apartment. If you dp not have insurance you 
migjit lose everything and you will have to replace ^this 
loss yourself. 

c. Sickness and Accident Insurance 

In addition to Medicare insurance (which covers hospital 
and medical expenses) , you can buy Sickness and Accident 
Insurance. This type of insurance provides a certain 
level of income if you are ill or injured and cannot work 
for a certain length of time. You usually have to wait 
for a certain length of time (depending on the type of 
policy) before insurance payments start. Payments con- 
tinue fer a certain nunber of months or years then stop. 
Payments for disability mder a sickness and accident 
insurance policy may last, provided disability contin- 
ues, only a few years under some policies 15) to age 65 
under other policies. The difference in length of 
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benefit will greatly increase the cost. 

Sickness and accident insurance can 'be valuable to you 
and your en5)loyees . 

d. Theft Insurance 

To protect hon^ or apartment against loss by tlieft you 
can bi:^ tlieft insurance. Theft insurance is usually 
purchased as part of what is called a 'Homeowners Pol- 
icy". There are many different kinds of these policies. 
You should talk to an insurance agent to see vdiich pol- 
icy is best for you. 

e. C ar Insurance 

You should ha^'^e at least one huadred thousand dollars 
($100,000.00) worth of personal liability and property 
damage insurance on your car. If you hurt somebody or 
somebody's property you can be sued. You should talk 
to an insurance agent before deciding on the best car 
insurance policy for you. 

NOTE: In Saskatchewan and Manitoba, a certain amouat of 
car insurance is included with the purchase of 
your licence plates . This insurance covers the 
cost of replacing or repairing your car if it is 
destroyed or damaged as well as limited passenger 
insurance and personal liability. 
(In other provinces insurance is purchased sep- 
arately) . 



Summary 

The various type^s of personal insurance that we h^.ve 
discussed are desigfied to protect you and your family fxoi?, 
various types of personal losses. In addition, insurance 
can help protect your business assets. 

You may or may not warit to purchase insurance. Whether 
you do or not is your decision and will depend on whether you 
feel you need such insurance. The question you need to ask 
yourself is, "Could I afford the kinds of personal loss that 
we have discussed in this lesson?" You must decide on the 
rig^t answer. 

It is quite possible that someone does not have enougji 
insurance. Ch the otJier hand it is also possible to have too 
much insurance so that the payment of premiums is too great. 
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A person can he.ve so much insurance he is ''insurance poor". 

Generally insurance should only be carried for losses 
which would be a severe financial loss . 



4. Show filjnstrip, "Patterns of Protection". Discxass. 



Indicator 

5. \ Students' reasons why they would or would not buy insurance plus 
* discussion of the reading material will serve as an indicator. 
ReAaew if necessary. 
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SUEJECr PERSONAL FINANCE 



LESSON pre PERSONAL INSURANCE 

CASE PF6 - 1 
MILLER'S MISFORTUNES 



Mr. Miller, \AiO nad a wife and 4 diildrea, ran a retail store in 
a nearby torn. He had borrowed a lot of money to get the store going. 
In fact, he had mortgaged his homj and other belongings to help pay 
for the store biiilding and inventory. Mr. Miller still owed a lot of 
money to the bank and to suppliers. 

Late cne nigjit Mr. Miller was driving hone irom a party. He was 
tired and a little drunk. When he drove into his driveway he w^s 
going too fast and sinashed the car into the side of his house. The 
car cau^t fire and burned the house down* Mr. Miller had a broken leg 
but managed to crawl out of the car. He had a badly bumed face. His 
wife and kids escaped from the burning house but there was no time to 
save any of the fim).iture. The house and car both bumed to the ground. 

Mr. Miller was taken to the hospital and would have to spend at 
least six weeks in bed. 

Mr. Miller had no insurance on his life, house, furniture, car, 
and he had no accident insurance. He always said he couldn't afford to 
buy insurance. 



QuesticffLo for Discussion 

1. What mil happen to Mr. Miller's business? His fami.ly? 

2. What kinds of insurance should Mr. Miller have had. Why? 
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SUBJECT PERSONAL FINANCE 



LESSON PF7 YOUR WTLL AND ESTATE 



INSTRUCTOR'S GUIDE 



OVERVIEW 

A large percentage of people die each year without leaving a ^ill. 
^4any people hesitate to make a will because they feel they do not nave 
anything to leave or because they think they are too young to die. How- 
ever, many of these people do die, and do have assets in their estates. 
Even if the value of the estate is small, mich trouble, expense and in- 
convenience can be saved if there is a will. 

Many native people do not see the need for a will because they 
know that the Department of Indian Affairs will take care of settling 
their estates. If there is no will, the Departitient will not take into 
consideration any special factors. If a native person wishes his es- 
tate settled in u particular way, he must make a will, especially if a 
family business is part of the estate. It is only by means of a will 
that a person can be assured that his possessions will be distributed 
after his death as he intended them to be. 



OBJECTIVES 

1. The students will know how their estate will be distributed if they 
die without leaving a will. 

2. The students vill learn about making a will, who to see about 
making a will, the types of wills and the cost involved. 

3. The students will learn that they can change the terms of their 
wills whenever they wish. ,They will also learn about some things 
which their wills' should contain. 

\ 
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REFERENCE MATERIAL FOR INSTRUCTOR 

1. Anger, W.H. and Anger, H,D. Sunimary of Canadian CoiiTmercial Law . 

Toronto: Sir Isaac Pitman CCanada} Ltd,, 1962, pp 443 - 454. 

2. Qiapman, F,A,R, Fundamentals of Canadian Law . Toronto: McGraw- 

Hill Cojipany of Canada Ltd., 1965, pp. 325 - 335. 



RESOURCES REQUIRED 

1. Case PF7-1, ''DecejrfDer Disaster'' 
1. Flip chart 

3, Copies (one for each student) of the wills losed for Treaty Indians, 
and iistributed by the Departinent of Indian Affairs. If available, 
completed sanples of a will, 

4. Resource person to relate some experiences of estates, point out 
features of wills, and answer questions. 



ME THODOLOGY 

1. Hand out the Readings and read the Purpose and Introduction. Keep . 
discussion to a mnijonuiu so as not to destroy the effect of the 
case. 



PURPOSE 

In this lesson you will examine the subject of your estate 
and how your estate will be diotributed if you don't have a will* 
You will discuss various aspects of mking a will, 

INTRODUCTION 

Whether you have few or many possessions, you will likely 
have some definite ideas about \\ftio should receive your possessions 
after you die. The only way you can be assured that your posses- 
sions will go to the people you want them to go to is by making 
a will. V/i.thout a will you lose all control over the way your 
possessions (estate) will be distributed* 
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An individual or a company that is experienced in making out 
wills (lawyer, trust company, etc.) can make out your will for 
you. You are then sure that the wording will be correct and that 
the distribution o£ your estate will go according to your wishes. 

A will assures you that your estate will be distributed as 
you want it to be. Because a will does not take effect until 
after your death, you do not lose any control over your estate 
while you are alive. In addition, you can change your will any 
time you wish simply by making out a new one and revoking all 
previous wills. Thus^ you have both the protection that a will 
gives your family and heirs as well as the freedom to change it 
as your circumstances charge. 



OBJECTIVE 1: THE STUDENTS WILL KNOW HOW THEIR ESTATE WILL BE DISTRIB- 
UTED IF THEY DIE WITHOUT LEAVING A WILL. 



Stimulus 

2. Pass out and read case PF7-1, 'December Disaster", The purpose 

of this case is to determine the extent of the student's awareness 
of the procedures involved in settling an estate when an individual 
dies intestate (without leaving a will) . 

Clarify Problem 

3. Ask the following questions when the case has been read. Have one 
of the students list the answers on the flip chart. 

a. Who will look after the children now that they have lost their 
parents? 

Encourage the students to discuss this question freely. The 
main point to be considered here is the fact that the courts 
will detemine vAio shall be guardian because there was no 
will naming a guardian. The guardian named may or may not 
be the grandparents (Nonnan's mother and father). 

b. What will happen to the fam (land, buildings, equipment, 
livestock, etc.)? 

After the students fully discuss this question, point out (if 
they have not already done so) that the court will decide 
how the farm and other assets are to be disposed. 
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c. Who will receive the estate? Tliat is, .how will the estate be 
distributed and to whom? 

The entire estate will likely go to the children, but since 
they are not o£ legal age, the money will be held in trust 
for them until they are o£ legal age. The guardian, with the 
consent o£ the cour'- s (or administrator) will be allowed to 
draw from these trust funds to cover expenses in looking 
after the children. 

d. What do you think Norman and Doreen should have done (while 
they were still alive) to prevent the delay, confusion, un- 
certainty,, expense and hardship to the children? 

They should have BOTH made wills. A guardian or guardians 
should have been named and instructions should have been in- 
cluded specifying how and in what form the estate was to be 
distributed in the event of their untimely death. 

4. The instructor should feel free to discuss any other aspects of 
the case in which the students show interest. However, it should 
be apparent that the* confusion, uncertainty and hardship to the 
children could have been reduced somewhat if Norman and Doreen ^ 
had made out wills. 



Provide Information . 

5. Read Sections 1 and 2 of the Readings. Discuss as necessary. 



COIvrrENT 

1. Your Estate 

All the property yo\i cv.ti is part of your estate. Tliis 
could include such things as: 

a. personal property: c^r, furniture, books, clothing, etc. 

b. real estate; any lari, buildings, stock, etc., that you 
own. 

c. cash: any cash that you have in bank accounts and else- 
where . 
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2 • What Happens if You Die Without Leaving a Wil l? 

If you die 'intestate' (without leaving a will), you 
will have no control over the distribution of your estate 
after your death. Your estate will be distributed to your 
heirs by an administrator (named by the courts) according to 
the regulations of the Intestate Succession Act. Each prov- 
ince has an Act of this type. 

In one province according to this Act, if you die 
leaving an estate with a net value of less than $20,000, the 
entire estate goes to your widow. If the estate is larger 
than this amount, your widow receives $20,000 and the re- 
mainder is divided as follows: 

a. if one child. Half of the remainder of the estate to 
your widow and half to your child, 

b, if more than one child, a third of the remainder of the 
estate to your widow and two thirds divided eqtially 
among your children. 

Some other regulations to note are: 

a, i£ either your son or daughter is dead but lu\s children 
living, the children receive their parents shc?re, 

b. if you have no children, your widow gets the entire es- 
tate . 

c, if you hav3 no widow or descendents (children or grand- 
children) your estate goes to your nearest kin in the 
following order: 

(1) pf rents 

(2) brothers and sisters (or if they are dead, to their 
children) 

(3) grandparents 

(4) aunt? and uncles 

(5) cousins 

d. if you have no heirs at all, then your estate goes to 
the Crown (to the government of the province). 

Check the legislation in your province to see how it 
differs from the points made above. 
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Indicator 

6. The discussion of the case questions will serve as an indicator. 

7. Ask: "What vrould happen to your children and estate i£ you were 
involved in a fatal accident?" Discuss. 



OBJECTIVE 2: THE STUDENTS WILL LEARN ABOUT MAKING A WILL, WHO TO SEE 
ABOUT mKlW A WILL, THE TYPES OF WILLS AM) THE COST IN- 
VOLVED. 



Stimulus 

1. Ask: 'TVhat is a will?" Write suggestions on the flip chart and 
discuss. 



Clarify Prob lesn 

2. Ask: "If you make out a will leaA/lng your estate to someone or 
more than just one person, \Aien does that person or those people 
receive your estate?" 

The purpose here is to determine if any of the students feel re- 
luctant to make out a will on the incorrect assumption that they 
may lose some control over their possessions immediately. 

3. Ask: "Who can make out a will?" 

Hie students may not be aware of age restrictions and the require- 
ment that the person be mentally conpetent in order to make out a 
legal will. FurtheiTOore, someone may think that a wife cannot or 
need not make out a will, which is incorrect. 

4. Ask: "Who is the maker of a will?" Clarify this question by the 
following exaji5)le: 

Suppose you go to a lawyer or someone else 
who is tjxperienced in drawing up wills. 
You tell him what you want in your will and 
he draws up your will. Who is the maker of 
the will? 

The purpose here is to correct any mistaken impression caused by 
such conmonly used statements as ^ray lawyer made out my will for 
me." In fact, your lawyer draws up your will but you are the 
^maker^ because you sign the will^ 
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Provide Information 

5. Reat Sections 3, 4, 5 and 6 of the Readings. Cojnpare answers on 
- the Qip chart Vfith the infoimation given in the Readings. Clar- 
ify as necessary • 



3. Making a Will 

A will is a legal document that describes in detail how 
a person wants his estate distributed after his death. 

If you die 'testate' (leaving a will), >cur estate will 
be distributed by an executor (named by you) according to 
the instructions that you put in your will . 

A will does not take effect until after you die. There- 
fore, you do not lose control of your property when you make 
out a will. 

Any mentally conpetent person (man or woman) who has 
attained the age of majority can make a will. The age of ma- 
jority will vary in the different provinces from 18 to 21 
years . A married person or a person in the armu J forces can 
make a will regardless of age. 

The maker of a will is the person \Aio signs it. If you 
have someone else (a lawyer, for example) fill out yot:r will, 
you are still the maker of your will because you sign it. 



4 . Mho to See About Making a Will 

The wording of your will is very important because a 
will is a legal document requiring the use of correct leg^l 
tems, and because if anything written in your will is not 
clear, you won't be there to explain what you actually meant. 

Therefore, you should have a qualified person (lawyer 
or someone experienced in making wills) draw up your will for 
you. Ffomemade wills can cause unnecessary delay, uncertainty 
and expense. 

5. Types of Wills 

a, SolCTn Will 

This is the ordinary or usual form of a will. This type 
of will is made out according to your instructions by 
someone who is qualified and experienced in making out 
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wills, and it is witnessed by two people. 

This means that your estate will be distributed the way 
you want it to be distributed, proper legal wording will 
be used, and there will be no dispute over the fact that 
you C the maker ) actually signed your own will l^ecause 
two people will have watched (witnessed) you do so. 

You can choose any two persons you want to act as wit- 
nesses you sign your will. However, it is impor- 
tant to note that any person (or the husband or wife of 
a person) who is named in your will to receive any part 
o£ yoin: estate cannot also be a witness. 

b. Holograph Will 

If you make out a will entirely in your own handwriting, 
and sign it yourself, witnesses are not needed. This 
type of will is certainly much better than no will at > 
all, but it should be used as a temporary measure only.-' 
It shoixld be used only until you can make out a Solemn 
Will. The reason is that the wording you use in making 
out your Holograph Will may cause uncertuinty, delay 
and unnecessary expense in settling yoar estate. 

In Saskatchewan, Alberta, Manitoba, Quebec, New Brunswick 
and Newfoundland Holograph Wills are legal . In the rest 
of the provinces they are not legal and are therefore of 
no value. 



6. Cost of Will 

A solemn or ordinary will is likely to cost from $10.00 
to $50.00 depending on who makes it out for you and the work 
involved in making the will. Most wills are nearer the lower 
cost rather than the higher • However, the cost is very small 
coH^jared to the delay, uncertainty and expense involved if 
you don*t 7 :ive a will or if you leave a Holograph will that 
is not pro'^ rly worded. 



Indicator 

6, Group discussion. Review any parts of the lesson that are giving 
trouble up to this point, if necessary. 
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OBJECTIVE 3: STUDEOTS WILL LEARN TOAT THE\^ CAN CHANGE THE TERMS OF 
THEIR WILLS MiENEVER THEY WISH. THEY WILL ALSO LEARN 
ABOUT SOME THINGS WHICH THEIR WILLS SHOULD CONTAIN. 



Stiinulus 

1. Ask: *'I£ you make out a will and want to change it at a later 
date, do you have to check with anyone or get anyone's permission? 
If so, why? If not,. why not?" Discuss. 

2. Ask: ''Suppose you make out a will when you are 23 years old. Four 
years later you get married, buy furniture, etc. Wbuld you need 

to change your will nor not? IVhy?" Discuss, 



Clarify Problem 

3. Ask: "Is there any reason why you should change your will from 
time to txTie? Ylhy or why not?" Discuss. 

4. Ask: "If you do decide to change your will, what happens to the 
previous will you made out? Could there by any confusion over 
which will contains your true wishes?" 

5. Have one of the students write "Things My Will Should Include" at 
the top of the flip chart. Start the discussion by suggesting, 
for example, that the date must appear on the will. Ask for 
other things they think should be included or done when making out 
a will. Discuss. 



Provide Information 

6. Read Sections 7, 8 and 9 of the Readings. Relate material back to 
^the questions by conparing with suggestions on the flip chart > 
Discuss. 



7. Changing the Terms of Your Will 

You do not have to ask anyone for permission to change 
your will. You are free to change it anytime you wish. You 
simply make out a new one. You do not even have to. destroy 
your old will (although you can if you wi3h) because all 
wills contain the following clause (or one similar to it): 

"I hereby revoke all former wills at any time made by 
me". This statement means that any will or wills that you 
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made out previously are no longer any good. They are no 
longer legal • 

Some other things that may cause a will (or parts of it) 
not to be legal are: 

a. marriage 

b . the death of anyone you named in your will to receive , 
all or part of your estate 

c. if you dispose of any of the property that you left to 
someone in your will. 

If any of these things happen you should make out a new will. 
You should review your will at least every three to five 
years, or sooner if circumstances change. 



What Should Your Will Include? 

A will is a personal document and it is ijnpossible to 
state exactly what should be included in a will. There are, 
however, certain things that every will should include. 
These are: 

a. your name, address and your occupation.' 

b. the date 

c. a statemient indicating that this is your last will and 
revoking any previous wills 

d. the name of an executor to carry out the instructions 
in your will 

e. the name of a guardian for your small children. Tliis 
is necessary if you are the only parent living or in 
the case of 'comuon disaster' (if both you and your 
wife/husband are killed in the same accident) 

f . a provision for payment of debts 

g. an indication of any special gifts and who is to re- 
ceive them 

h. a provision for the disposal of the residue of your 
estate 

i. the names of the two witnesses who signed your will 
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9. Sujimary 

Every adu].t should make a will, no matter how small his 
estate might be* The only wy you can be assured that your 
possessions will go to the people you want them to go to is 
by making a will that is clear and legal. 

You should review your will every few years and change 
it as your circumstances change. 



7. Arrange for a resource person if available to answer the students^ 
questions. 

Indicator 

8. Group discussion. 
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SUBJECT 



PERSONAl FINANCE 



LESSON PF7 



YOUR WILL AND ESTATE 



CASE PF7 - 1 



DECEMBER DISASTER 



Norman Jay has been farming for about 20 years . Norman and his 
wife Doreen have been married for 16 years and have three children - 
aged 14, 12, and 6 years* 

When Norman started farming he boug^it three quarters of land from 
his father. It was agreed that vihenever his father stopped farming, 
Norman v/ould bi^ the other three quarters of land as well. Norman had 
bou^t four quarters of land from a nei^our vdio had retired. He 
still owed $15,000.00 on the purchase of this , land. 

Norman had 43 head of cattle, 33 pigs and some ducks, geese and 
chickens. He had a full line of machinery, including a coirbine, 
tractors, cultivators, swather, etc. Ihe Jay's owned a car, half-ton 
track and a three -ton truck. 

Norman's mother and father lived just across the road. Norman 
had no brothers or sisters. Doreen' s father hai i\ed about six years 
agp after a lengtlay illness. Her mother had recently remarried and 
lived in the city. Doreen had one brother and one sister. 

Noraian had purchased a life insurance poliq ten years ago. The 
proceeds of the policy were to go to Doreen if anything happened to him. 

The manager of the local bank had recently asked Norman if his 
will was up to date. He was rather shocked to learn that neither Norman 
nor Doreen had a will. Ihe manager's last remark on the siibject had 
been, "Wfell you know, Noiroan, a will never killed anyone." 

Early in Deceirber Norman and Doreen made a trip to the city. Re- 
turning home that evening they hit a slippery stretch of hi^way about 
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26 miles from home. The car went out of control and crashed into an 
oaconmig transport truck. 

Nomian and Doreen both died in the accident. 



Questions for Discussion 

1. Who will look after the children now that they have lost their 
parents? 

2. What will happen to the farm (land, buildings, equipment, live- 
stock, etc.)? 

3. Who will receive the estate? How will the estate be distributed 
and to whom? 

4. What do you think Norman and Doreen should have done (while they 
were still alive) to prevent the delay, confusion, uncertainty, 
expense and hardship to the children? 
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SUBJECT 



BUSINESS LAW 



LESSON BL12 



INSOLVENCY AND EANKRUPTCY 



INSTRUCTOR'S GUIDE 



OVERVIEW 



Every businessjTian should accept the possibility that he may at some 
time become insolvent or even banlcrupt. Ideally, anyone faced with serious 
financial problems should never let them reach the point of insolvency 
or bankruptcy; he should take corrective action long before he is faced 
with either of these possible results. However, businessmen are juist as 
capable of making mistakes, committing errors in judgment and overlooking 
warning signs as anyone else. Disregarding problems or hoping- they will 
somehow solve themselves has given inany businessmen the opportunity to 
see just how the Bankruptcy Act works. 

In addition to the workings of the Bankruptcy Act, some" of. the com- 
mon causes of bankrt^^tcy are examined in this lesson. Students will 
likely recognize that, in this course, they have been discussing and 
learning how to do many of the things that bankrupt businessmen failed 
to do. 

Although no businessman goes into business with the expectation 
cf failing, the statistics containing information about business starts , 
*show that a great many businesses do fail each year. Since the problem 
won't go away, the only alternative is to examine it closely and discuss 
its characteristics, 
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OBJECTIVE 

The students- will examine some of the comman causes o£ business 
failure and will becone f?m.iiar with the pi^ocedures involved in in- 
solvency or bankruptcy, 

RESOURCES REQUIRED 

1, The Readings from lesson MPS, "Success and Failure in Business", 



REFERENCE MAHERIAL FOR INSTRUCT OR 

1, Anger, W,H, and Anger, H,D, SuiTHnary of Canadian Commercial Law , 

Toronto; Sir Isaac .Pitman CCanada) Ltd,, 1962, pp, 428 - 442, 

2, How To fojn a Business, Ottawa: Information Canada, 1968, up, 

183 - 190, 



METHODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and Intro- 
duction with the groiqp. 



PURPOSE 

Throughout this course you have learned about and discussed 
those things you shoiild do to start your own business. You have 
also discussed those thiags you can do which will ' help yoa to 
operate your business successfully. However, to be realistic j 
it is also necessary to recognize that business finjjs fail, 

In this lesson we discuss the procedures t.iat should be fol- 
lowed if you ?re faced mth insolvency and/or bcjnkruptcy. 



INTRODUCT ION 

Every businessman must face the possibility that he may be 
unable to meet his . financial obligations. Faced with this situ- 
ation, it may be unwise or indeed iorpossible for him to carry on. 
This lesson tries to answer the question, 'TVhat does he do then?" 
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The discussion of business failure in this lesson will concentrate 
mainly on small business situations. The procedures for bringing a 
limited company or a co-operative to an end are similar - but generally 
much more complicated. 

A review of lesson MPS, ^'Success and Failure in Business^', is a 
good starting point for a discussion of the material that follows. 



OBJECTIVE: Tl-ffi STUDENTS WILL EXAMINE SOME OF THE COMVfON CAUSES OF BUSINESS 
FAILURE AND WILL BEC»jE FAMILIAR WITH THE PROCEDURES INVOLVED 
IN INSOLVENCY OR BANKRUPTCY.' . 



Stimulus 

2. Ask: 'T^Vhat does it mean if we say a person or a businessman is 
insolvent?" 

Discuss this briefly wi'h the students. Try to discourage anyone 
from looking up the meaning in the Readings; the objective is to see 
if any of the students already know the meaning. 

Ask: 'IVhat does it mean when we say that a person or a businessman 
is bankrupt?'' 

Discuss this briefly with the studenti*. 

Tell the students that these are some of the terms that are used 
to describe situations that can result if a business fails. 



Clarify Problem 

3. Read Section 1 of -the Readings. Discuss each definition. 



CONTENT . 

- 1. Some Definit-ions 

The procedures relating to insolvency and bankruptcy are 
very technical in nature^and must be handled by lawyers and 
Licensed trustees in bankruptcy. However, in order to under- 
stand any discussion about insolvency and bankruptcy there are 
certain temns with which you should be familiar. These include: 
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a. Insolvency 

This tenn refers to the situation of a person or business- 
man who, although not bankrupt, has liabilities of at 
least $1,000; and: 

(1) who is for any reason unable to nieet his debts as 
they fall due; or 

(2) who has ceased paying nis debts as they fall due; or 

(3) whose liabilities e:>eceed the realizable value of his 
assets (that is, if his assets were sold there would 
not be enough money to pay off his liabilities) . 

b. . Bankruptc y 

Bankruptcy refers to the sitioation of a businessman vAio 
has either voluntarily turned his assets over to a trustee 
for the benefit of his creditors or \Aio has had his 
assets seized by a receiving order made against hian (un- 
der the Bankruptcy Act) by his creditors. 

NOTE : Whereas the tenn INSOLVENCY describes a financial 
condition, BANKRUPTCY describes a legal condition. 
That is, a person may be insolvent without yet 
having become bankrupt. 

c Superintendent of Bankruptcy 

This is a person who is appointed by the federal govern- 
ment to see that the provisions of the Bankruptcy Act 
are carried out. He keeps a record of all the bankruptcy 
proceedings in Canada. He has the power to chv3ck and 
see if all insolvent estates are being administered or 
handled properly., 

d. Bankruptcy District 

The Bankruptcy Act makes each province a bankruptcy dis- 
trict . 

e. Bankruptcy Division 

hach banicniptcy district may be divided into two or more 
bankruptcy divisions depending on the size of the piovince. 

f. Licensed Trustee 

This is a person vAio ib appointed by the courts to handle 
the affairs of a bankrupt debtor. If the creditors do 
not agree with the appointment, they -may, with the appro- 
val of tlie courts, appoint a trustee themselves. 

g. Bankruptcy Inspectors 

The Bankruptcy Act requires that the creditors appoint 
inspectors (not to exceed five in number) to advise the 
licensed trustee and to review and approve his accomts. 
This regulation helps to ensure that the whole matter is 
handled properly at each step along the way. 
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4. Tell the students that there are a number of reasons why a business 
may come to an end* Insolvency and banlouptcy are two reasons that 
were mentioned in Section 1 o£ the Readings, There are at least 
two other reasons mentioned in Section 2 o£ the Readings, 

5, Read Section 2 of the Readings with the group* Discuss 



2, Some. Reasons IVhy Businesses Cease to Exist 

Businesses come (or are brought) to an end for various 
reasons. These reasons may include: 

a. The death of the owner 

b. Voluntary dissolution (the owner simply decides he doesn't 
want to continue his business anymore}, 

c . Insolvency 

d. Bankruptcy, 

We will be discussing insolvency and bankruptcy at sane 
depth in this lesson* 



6, State: "As you can see insolvency and bankruptcy are two of the 
reasons given for business failure. What types of things do you 
think cause businesses to go bankrupt? That is, what leads to or 
causes bankruptcy?" 

List answers on the flip chart. Discuss to ensure students 
understand what each means, 

7. Read Section 3 of the Readings. Compare the answers, on the flip 
chart with those given in the Readings. Discuss as necessary. 



3. Causes of Insolvency and Bankruptcy 

Bankruptcy is almost always caused by poor business manage- ' . 
ment. Some of the major causes include: 

a. Insufficient Capit al • : 

This means that the owner -manager 's judgment in estimating 
his txisiness requirements was faulty. It could mean that 
the business was over -extended, ha^^ing accepted or extendec 
too much credit. 

Be sure that you have enough capital for your business, 
and further, that you have a surplus which is adequate to 
meet emergencies or your own errors in judgynent. 
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b . Excessive Owner Drawings 

Some o^vner -managers draw too much money out of the business 
for their o\-m use. UTiat this means is that they are using 
up the working capital that would normally be available 
for operating the business. 

If you start your own business you may be well advised to 
leave most of tlie profits in the business until it becones 
well established and financially sound. Accepting a moderate 
salary for tlie first few years could be the difference 
between success and failure. 

c. Failure to Keep Adequate Books and Records 

Failure to set up and maintain proper accounting records 
means that you will never know the exact state of your 
business. If you are never exactly sure what the financial 
condition of your business is, you will not be in a position 
to recognize problans as they develop. As a result, you 
may do nothing about these problems until it is too late. 

d . Pricing Goods Incorrectly 

As you saw in lesson MKTS, "Setting Prices", pricing your 
goods or services is very important to your success or fail- 
ure as a business.. lan. For example, if the margin you add 
to the cost price of your goods is too small you can grad- 
ually go broke even though your sales volume is high. 

e . Dishvonest Employees 

Dishonesty among employees often plays a major part in the 
decline and eventual failure of a business firm. This does 
not mean that employees are basically dishonest. However, 
if you never correct anployees when they handle stock and 
money incorrectly, you are almost inviting them to do what- 
ever they ^vant with your, frtbney and stock. Temptation of 
this type sometimes ena^ up in dishonest actions. Not only 
does the business suffer but the employee's reputation suffers 
when he or she is eventually caught. 

f . Lack of Experience and Training 

In lesson MP4, *TVhat is Management", you discussed seme of 
the many things that a manager must do in order to operate 
his business successfully. Unless you can get expert advice 
whenever you need it (remember the fees are usually high), 
you will need experience and training to help you make the 
best decisions for your particular situation. It is difficult 
to say how much experience, what type (or types) o£ e:Kperience^ 
or how mudi training is necessary. However, there are certain 
basic things tliat everyone who is planning to go into business 
should know. Tliroughout this course you have been discussing 
such things. 
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g. Illness of the Chvner -Manager 

If the owner -manager becomes ill for any length of tifne 
and he is not covered by insurance, the business can go 
' bankrupt • 

h. Poor Business Location 

Too small a market or too much competition can break any 
business • Poor geographic and ccxnmunity factors can also 
be sources of bankruptcy, 

i . Rents Which are Too High for the Volume of Business 

It all the profits are being spent for too' high a rent , 
the business will have insufficient: funds for business 
requirements (to pay its bills, to build up the business, 
or to provide for emergencies) • 

. \ 



8. The discussion to this point has covered: 

a, some of the important definitions relating to insolvency and 
bankruptcy; 

b, seme reasons why businesses cease to exist: 

c, some of the more common causes of busiiiess failure. 

For the remainder of the lesson, attention is focused on the pro- 
cedures involved in insolvency and/or bankruptcy. 

Ask: "What should a person or a businessman do if he is insolvent 
or is faced with serious finai.r'lal difficulty?'* Discuss this with 
the students. If necessary, iist answers on the flip chart. 



Provide Information 

9. Read and discuss Section 4 of the Readings with the students. 



4. An Insolvent Debtor 

If you find your business is operating at a loss,^ that 
you have ^ery little capital left, that you are unable to meet 
your debts as they come due, and that your liabilities are $1,000 
or more, do not wait until you have nothing left cind are forced 
into bankruptcy by your creditors. Consult a chartered accountant, 
or better still, one of the licensed bankruptcy trustees. Have 
a trustee examine your business and recommend the best course of 
action. Even if you are in financial difficulty, you may be 
able to make some arrangements with your creditors to avoid 
bankruptcy. For example, your creditors may agree to smaller 
payments or even the suspension of payments for a short time. 
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The licensed trustee must approve any such arrangements you may 
make with your creditors because o£ the regulations o£ the 
Bankruptcy Act, 



10. State: 'The following section of the Readings covers the alternatives 
that are available to you i£ you should become insolvent. Let's 
read this material. now and discuss the procedures involved." Read 
Section 5 of the Readings. 



5. Procedures to Follow if You Become Insolvent 

If your business has become insolvent, there are two alter- 
natives open to you: 

a. You may, without becoming bankrupt, ifile a proposal (includ- 
ing a statement of your financial condition) with a licensed 
trustee in which you offer to settle your debts with your 
creditors on certain terms. 

The trustee then calls a nceting of your creditors. so that 
they can consider the proposal and either accept it or reject 
it.. If both the creditors and the courts approve the propo- 
sal, it is binding on all creditors. 

NOTE: Creditors and the courts will approve a proposal only 
if the business has prospects of being a success. 

b. You may assign all your property to a licensed trustee for 
the benefit of your creditors thus becoming bankrupt. 
In order to make an . assignment you must meet certain con- 
ditions (outlined when INSOLVENCY was defined in Section 1 
of these Readings.) 

You may not get a chance to decide which one of the above 
alternatives you will act on. That is, your creditors may have 
acted (by petitioning the court to ha/e you declared bankrupt) 
before you have had a chance to decide what you are going to do. 

If you are insolvent, a creditor or a group of creditors 
whose claim or claiips against you amount to $1,000 or more, may 
petition the court for a receiving order, provided that you have 
lived in or carried on business in Canada and have committed an 
act of bankruptcy within the six (6) month period prior to the 
filing of the petition. 

An act of bankruptcy includes: 
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a, A debtor's inability to pay his debts as they becone due. 

Anything that the debtor does which indicates that he -intends 
to cheat his creditors of the money he owes them by removing 
his assets from their usual location or by attempting to 
secretly dispose of than. 

c. Any attempt by the debtor to sell his assets without telling 
the prospective buyer that he is insolvent. 

If your creditors petition the court to have you declared 
bankrupt, the court holds a hearing at which arguments for -and 
against the petition may be presented. The court then decides 
wh^her or not to have you declared bankrupt. If the decision 
is to have you declared bankrupt, a trustee is appointed to take 
iiimediate possession of all your property. 



11. State: '^Anyone who becomes bankrupt (whether voluntarily or by court 
order) Y^s certain duties that he must perfomn according to the reg- 
ulations of the Bankruptcy Act. Do you have any idea what these 
duties might be?'^ (It is not too likely that many, if any, of the 
students will be familiar with these duties.) If none are, continue 
and read Section 6 of the Readings. Discuss. 



6, Duties of a Bankrupt Debtor 

If you are declared bankrupt, there are certain duties that 
you must perform. These include: 

a. Submitting yourself for examination by the courts and the 
licensed trustee in bankruptcy. 

b. Attending the first meeting that is held, with your creditors 

c. Fully disclosing all of yovir assets. 

d. Assisting the trustee in every possible way in the adminis- 
tration of your estate. 

Failure to perform these duties as required can result in 
you being charged under the regulations of the Bankruptcy Act. 



12. Ask: "If you are judged 'bankrupt by the courts, what happens to 
your property?" Discuss answers provided. 

Ask: "What are the rest of the steps that take place after a person 
or businessman is declared bankrupt." List answers on tue flip chart- 
Discuss. 
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13. Read Section 7 o£ the Readings. Conpare the list on the flip chart 
with the information provided in the Readings. 



7. Bankruptcy 

Once you have been judged bankrupt by the court, control 
over all your property passes to a licensed trustee in bankruptcy. 
He ijnmediately takes an inventory of all your property. He 
th^n calls a meeting of your creditors. At this meeting your 
cr editors: 

a. Decide whether they will accept the trustee that was 
appointed by the courts or elect another; 

b. Examine your financial condition and state of affairs; 

c. Make any suggestions to the trustee that they consider are 
necessary; . and 

d. Appoint inspectors. 

NOTE: The inspectors have certain duties. These are: 
CD 

(2) 
(3) 

Once your assets have beeii\ sold the trustee must p:f epare 
a statement in which he outline's how he intends to distribute ' 
the money. That is, how much each creditor, will receive. This 
statement must be approved by the inspectors, by the Superinten- 
dent of Bankruptcy arid by the courts. The creditors are then 
advised of the settlement (called a dividend) they will receive, 
when the settlement will take place and. the trustee's intention 
to later apply for his discharge as a trustee --which he does 
in due course. 



14. . Ask: *HVhat is meant when a bankrupt debtor receives a "discharge"?" 

Discuss this question and then read. Section 8 of the Readings 
with the students. 



to give directions to the trustee. 

to ensure that all the property has been 

accounted for; and 

to ensure that expenses and fees charged 
by the , trustee are just and reasonable. 
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8. Discharge of a Bankrupt Debtor 

. Once the affairs of the bankrupt debtor have been brought 
to a conclusion, he may apply to the courts for a complete dis- 
charge from all past debts if he meets certain conditions. These 
conditions are made known to the bankrupt debtor during the 
bankruptcy proceedings. If the court is satisfied that all 
matters have been handled properly and all conditions met, it 
will grant the debtor a complete discharge. He is relieved of 
all past debts. 



15. Read Section 9 of Readings. 



9. Summary 

The present Bankruptcy Act came into force in April, 1950 
and applies to the whole of Canada. Tlie Bankruptcy Act performs 
three inportant things ; 

-a. It sets .out uniform practices that are used throughout the 
country (the Bankruptcy Act is a federal law, so it is 
applied the same way in all provinces). 

b. It provides for the equitable distribution of the debtor's 
assets among all creditors. 

c. It provides for the release of an honest but unfortunate 
debtor from his obligations and so permits him to resume 
business activities afresh. 

'•'.This' lesson has presented sane general information relating 
to, insolvency and bankruptcy.. It was not intended that each 
•^step of the proceedings would be explained because this would all 
be done by court and ^he licensed trustee in banktoiptcy. The 
material presented hei' - was, however,, intended to give, you an 
understanding of how t.. ^se procedures are carried out. 



Indicator 

16. This is mainly an information-giving lesson and the students' discussion 
of the material covered will- determine whether the objective lias been 
achieved. Review any difficult sections of the lesson, if necessary. 
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SUBJECT • BUSINESS LAW 



LESSON BL13 THE INDIAN ACT 



INSTRUCTOR'S GUIDE 



OVERVIEW 

Ihe instructor shoiold consider this lesson an opticHial one, A 
study of the Indian Act should perliaps not be a part of a Small Business 
Management course. One may, however, reason that the small business 
manager will be very much involved in his conmnity and a knowledge of 
the act will be veiy valuable to him. 

The instructor should consider condix:ting this lesson where he 
feels it will add to the student's ability to p^ay a more pi^oductive role 
in his community. 

Since the Indian Act is quite involved, and since interpretation 
is often difficu3-t, it is suggested that the instructor arrange for a 
resource person from the Dspartment of Indian Affairs to e>cplain the 
Act. There are no Readings for this lesson. 



OBJECTIVE 

The students will gain an understanding of the Indian Act. 



REFERENCE MATERIAL FOR INSTRUCTOR 

1. The Indian Act obtainable from Information Canada. 

2. "Discussion Notes on the Indian Act", obtainable^ from the Depart- 

ment of Indian Affairs, 
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RESOUR CE S REQUIRED 

1. Resource person from tlie Departmsnt o£ Indian Affairs to explain 
the Indian. Act. 



MEIHODOLOGY 



Stiinulus 

1. Ask: ^^Vh.at are the main clauses of the Indian Act?'* List on 
the flip chart. 



Clarify Problem 

2. Ask students to list on the flip chart the questions regard5jig the 
Indian Act whicli they would like answered. The lesson should be 
stopped here until the resource person is available. The in- 
structor should contiiii;^ with the next lesson. 



Provide Information 

3. If the resource person i.s in accord, suggest that the session be 
divided into two parts : 

a. an explanation of the Indian Act 

b. students' questions. 

The flip chart sheets outlining questions can help start tlie 
question period. 



Indicator 

4. Ask the students if the lesson on the Indian Act was woirthwhile. 
Ask what they learned that may be af use to the btisinessman. 
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SUBJECT 



OFFICE PROCEDURES 



LESSON 0P7 HOW CAN OFFICE PROCEDURES HELP YOUR BUSINESS? 



INSTRUCTOR'S GUIDE 

OVERVIEW 

This lesson reviews the other lessons in the Office Procedures 
area and also serves to indicate how Office Procedures fit into the 
Management Process lessons. 

OBJECTIVE 

The student will be able to state the tasks and the purpose of 
setting up definite of Tice procedures in any business. 

RESOURCES REQUIRED 
1. Flip chart 

METHODOLOGY 

1. Hand out the Readings. 

2, Read the Purpose and Introduction. 

PURPOSE 

In this lesson you will discuss the various ways that office 
procedures can help your business. 



1921 



0P7 



INTRODUCTION 

In the business office, information about past activities, 
correspondence about the present and plans for future activ- 
ities are stored. Records of costs, leases, contracts, payments, 
receipts, etc. are entered and recorded in the business office. 

The office is the memory centre for the business. Tliis is 
wliere facts and figures about the business are put into meaningful 
form reports, ledgers, journals, statements, letters, etc. The 
success of a business "is highly dependent upon the data available 
to make decisions; if decisions are to be intelligent they must be 
based on accurate, up-to-date information. By setting up proper 
ofxicc procedures in your business you can provide yourself with 
this information. 

: 



OBJECTIVE: THE STUDEOT WILL BE ABLE TO STATE THE TASKS AND THE PURPOSE 
OF SETTING UP DEFINITE OFFICE PROCEDURES IN ANY BUSINESS. 



Stimulus 

3. Ask the students to briefly outline tJie areas looked at in the 
previous Office Procedures lessons. List these on a flip chart. 

4. Ask if these areas help in the operation of a business. 



Clarify Problem 

5. Discuss whether or not' of f ice procedures do, in fact, h^lp the 
'successful operation of, a business. 

6. Ask wliat they think the office management function is. List their 
answers on the flip chart. 



Provide Information 

7. Read Section 1 of the Readings. 



CONTENT 

1. Tlie Office Management Function 

Office work may be thought of as information handling. 
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Tlie information may be on paper or it may come in other ways, 
such as by telephone or through meetings. Almost every in- 
dividual engages in some t>'pe o£ office work. 

Planning office work is preparation for action. Organi- 
zing office work is helping people to work toward a common 
goal. Controlling office work is regulating action to the 
planning that has been done. Mien you are setting up your 
office procedures you will be involved in the plaitning, or- 
gaiaizing and controlling functions. 



8. Ask, ^%i3.t are tlae management functions learned in the Management 
Process lessons List their answers on the flip chart. 

Read Sections 2, 3, and 4 of the Readings. 



2. Planning 

Planning is preparation for action. It is the process 
of determining and specifying wliat is necessary in order to 
reach an objective. Questions tliat should be answered by 
you when deciding on your office procedures are: 

a. Wliat should be done? 

b. Ifow should it be done? 

c. How long will it take? 

d. IVliere should it be done? 

e. Wlao should do it? 

f . IVliy should it be done? 

Unplanned work wastes time, money, materials, and ef- 
fort. 



3. Organizing 

If a group of people are to work togetlier most, effective- 
ly toward a common objective, planned organization is essen- 
tial. With good or-'ganization necessary functions are deter- 
mined and carried out using the proper procedures and physical 
facilities. 

By organizing office work you will make sure that all 
necessary jobs of the office are carried out in the proper 
manner. 



4. Controllin g 

Controlling is the function of regulating action in 
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relation to tlie planning tliat lias been done* It involves 
setting up cliecks or standards, comparing actual results witli 
these standards, and making needed corrections. 



10. Ask i£ the functions o£ office management tie in with the defin- 
itions given in the Management Process lessons • 

11, Re ad u Sect ion 5 of the Readings, 



5, Summary 

Tlie office procedures of any business, large or small, 
must be planned, organized and controlled. In planning you 
must decide wliat is to. be done, and how it is to be. done. 
You must also plan what machines you miglit need to speed up 
tlie flow and accuracy of information tlirougli your office. 
You must also plan what office supplies are going t-^ be re- 
quired. Next you must organize and control office procedures 
so tliat your plans will be carried out. 



Indicator 

12, Instruct the students to lisi the functions of office management 
and state under each function what jobs- would be done. 
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SUBJECT PRODUCTION MANAGEMENT 

LESSON PRODIO IS PRODUCTION MANAGEMENT NECESSARY? 



INSTRUCTOR'S GUIDE 



OVERVIEW 

- The purpose of this lesson is to relate the content of the 
Production Management lessons to the manageinent process functions. 
It is also intended to serve as a review of the Production Management 
lessons. The instructor should review the lessons before presenting 
this lesson; he must be familiar with the content of each lesson in 
order to readily point out the relationship of each lesson to the 
functions of management. - ' 

The functions of management are: planning, organizing, directing 
and controlling. 

The content of the Production Management lessons might be related 
to the functions of management as follows: 
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MANAnHMPNT T^TTMrTTHM 


LESSON 
















NUMBER 


LESSON TITLE 




LESSON CONTENT 


PLATv 


ORGANIZE 


DIRECT 


CONTROL 


PRODI 


Introduction to • 
















Production Manage- 


1, 


What is a Product? 


X 










ment 


2, 


What is Production Management 


X 








PR0D2 


What Product 
















Should You Produce 


:i- 


Deciding on a Product 


X 












z. 


Facilities and Organization 
















Requirement 


X 












3, 


Sales Potential 


X 












4. 


Costs 


X 












s: 


Sales Promotion and 'Growth 


X 












6. 


Money requirements 


X 












7. 


Labour ' Requirements 


X 












8. 


Supply Sources 


X 












9. 


Transportation 


X 












10. 


Acceptance by Community 


X 












11. 


Legal Requirements 


X 








PR0D3 


:^lant Location 


1. 


Choice of Location 


X 












2. 


Making the Final Decision 




X 


X 




PR0D4 


Plant Layout and 
















Work Simplifica- 
















tion 


1. 


Some Definitions 














2. 


Making Plant Layout 


X 


X 


X 








3. 


Why Good Plant Layout is 
















Important 






X 


X 






4. 


How Can You Simplify the 
















Work in Your Plant 


X 


X 


X 




FROUb 


Obtaining and 
















Maintaining 
















Equipment 


1. 


Equipment 


X 












2. 


General Purpose Equipment 


X 












3: 


Special Purpose Equipment 


X 












4. 


Cost of Equipment 


X 




X 








5. 


Maintenance of Equipment 


X 


X 










6. 


Why Preventative Maintenance 
















Important? 






X 


X 






7 
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ance Important? 






X 


X 


PR0D6 


Quality Control 


I- 


Steps in Quality Control 


X 


X 


X 


X 
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Production Costs 


1. 


Costs of Production 


X 






X 






2. 


What is Included in Overhead 
















Costs 


X 




X 








3. 


What Things Affect Production 
















Costs 


X 




X 








4. 


Fixed Costs 


X 




X 








S. 


Variable Costs 


X 




X 




■■ 




6. 


Total Production Costs 


X 




X 








7. 


Increased Volijme Decreases 
















Per Unit Cost 


X 




X 




PRDD8 


Break -even 
















Analysis 


1. 


What is Break- even Analysis 














2. 


The Break-evien Point 


X 






X 






3. 


The Break-even Chart 


X 






X 






4. 


Using Break-even Analysis 


X 


X 


X 


X 




Planning 5 
















Scheduling 
















Production 


1. 


Scheduling Production with 










• 






Denand 


X 


X 


X 








2. 


Steps in Planning and 
















Sdieduling the Actual 
















Production Process 


X 


X 


X 








3. 


Routing 


X 


X 


X 








4. 


Scheduling 


X 




X 








5. 


Dispatching . 


X 




X 








6. 


Follow-up and Corrective 
















Action. 


X 


X 


X 


X 

* 



OBJECTIVE 

Given a list of production management tasks and jobs, the 
student will be able to state -into ntfiich area of inanagement 
the various production managCTient tasks and jobs fall. 



REFERENCE MATERIAL FOR INSTiaJCTOR 

It is suggested that the instnictor review the lessens in the 
Manageoaent Process subject area and also review those reference 
readings referred to in each Production Management lesson. 
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TBDDIO 

RESOURCES REQUIRED 

1. Exercise PRODlO-1, "Checklist of Production Manageinent Tasks, Jobs 
and Decisions/' 



M FTH3D0L0GY 

1. Hand out the Readings and read the Purpose and Introduction. 



Purpose 



This lesson shows how production manageiifent is related 
to the management process ftinctions. 



INTROnJCTION 

The functions of management are: planning, organizing, 
directing and controlling. 

Does the management of a production operation, big or 
small, have to perform these functions? 

Can the manager of a production plant operate ''by guess 
or by golly" or must he also use good management? 



OBJECTIVE: GIVEN A LIST OF PRODUCTION MANAGEMENT TACiS AND JOBS, 
THE STUDENT WILL BE ABLE TO STATE INTO WHICH AREA OF 
MANAGEMENT FUNCTION THE VARIOUS PRODUCTION MANAGEMENT 
TASKS AND JOBS FALL. 



Stimulxis 

2. Ask the students if they feel that a production manager has any 
need to know the functions of management. 



Clarify Problem 

3. Discuss the answers to the above question and have the students 
clarify their answers. 
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Provide Infoimation 

4. Read and discuss Section 1 of the Readings. 



CDNTENT 

!• Production and Management Functions 

The objectives o£ production management are: 

a. to increase production 

b. to decrease costs 

c. to ijiprove production jnethods 

d. to iiBprove product quality. 

These objectives imost be met within the overall 
business goal of offering customers the right product 
at the right time, Thequestioii is, how is the prod- 
uction manager going to successfully meet these object- 
ives working vdth ths resources he has available to him? 

The answer is that he must apply the four manage- 
ment functions of plara:ing, organizing.* directing and 
controlling to his production operation. 



5. Read Sections 2, 3, 4 and 5 of the Readings. Discuss each 
Section thoroughly. 



2. Planning 

Planning is the first step to be taken in production • 
management. You inust decide vhat product you are going 
to produce, how you are going to produce the product, and 
how much you should produce . 

You should carefully write doim your plans so you can 
be sure you have investigated all the inportant areas. 

a- Is there a demand for the product you wish to 
produce? 

b. What resources do you need to produce the product? 

(1) raw materials? 

C2) labour? 

(3) management? 

(4j land and capital? 
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c. How are you going to produce the product: 

(1) What processes dc you use? 

(2) How do you schedule production? 

(3) What mchinery , buildings and equipment do 
you need? 

(4) Where are you going to produce the product? 

d. Uow much is it going to cost to produce the prodixt? 

(1) material? 

(2) labour? 

(3) overhead? 

e. How much do you have to produce? (Break -even 
analysis) 

£.'' Can you expand your operations? 

(1) What is the demand volunie and stability? 

(2) Vihat is your planned schedule? 

(3) Can you increase production volume using 
present facilities and equipment? 

Once you have obtained the. answers to th^se questions 
in detailed form, you are ready to go on to organizing 
your business. 



3. Organizing 

In organizing the production plans, you have to 
make many decisions, 

a. Who is going to manage? 

b. Who is going to do what job? 

c. Who are you going to get your materials from a^ I how 
are you going to pay for them? 

d. How are you going to lay out your plant? 

,.e. When should you produce and in vfliat quantities? 

f , How are you going to sell the product? 

g. Where are you going to get money from? 

These are just a few of the organizing tasks you 
will have to arrange. 
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Directing 



The directing function is the of: implementing 
(putting into action) the plans you h?ive made. You must 
direct the operations so that they result in meeting the 
goals o£ your business. You must perform the day to day 
administration of your plant in order to fulfil the plans 
you started with. This could iijvolve the servicing of 
equijmient, checking the quality of materials, chepking 
the quality of the product, disciplining employees, 
accounting for the costs of operation and the many other 
jobs of managing. 



5. Controlling 

In order to see how your operation is measuring up 
against your planning, you must set up controls. These 
controls could be the checking of the quality of tlie product 
against the standards demanded; the checking of actual 
sales against estimated sales; the checking of production 
costs and volume against planned costs and volxmie. 

If your actual operations do not measure up to your 
plans, you mxst see what the differences are and \N^at 
caused them, and then change your production methods or 
plans in order to operate better. Controls will allow 
you to see if your operation is proving to be successful 
or not and allow you to take steps to correct problems. 



6. Using the chart presented in the Overview to this lesson, review . 
the lessons of the Production Management siibject area. Discuss 
the relationship between each lesson and the lessons of the 
Management Process subject area. 



Indicator : 

7. Hand out Exercise PEDDlO-1, "Checklist of Production Management 
Tasks, Jobs and Decisions", arid have the students conplete it. 
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8. 



Discuss the exercise. 



9. 



Read Section 6 of the Readingr,. 



6. 



Si TOnary 



It appears that production management is necessar/ 
for the successful operation of a small production plant. 
Thj many tasks and jobs that have to be done must be 
performed ^en required and should be plmrned, organized 
and controlled. 

Running a small, production plant successfully is not 
easy even if it looks so at first glance. The manager 
must not only plan^ organize, direct and control present 
operations, but he must always be thinking about and 
developing p.lens for the future successful operations of 
his bv-sinesr.i, 
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SUBJECT 



PRODUCTION MANAGEMENT 



LESSON PKODIO IS PRODUCTION MANAGHICNT NECESSARY? 



EXERCISE PRDDIO - 1 
CHECKLIST OF PRODUCTION MANAGEMENT TASKS, JOBS AND DECISIONS 



INSTRUCTIONS 

After reading each task, job or decison on the checklist below, 
put a checkmark (v3 in the column of the management function or 
functions you feel the task, job or decision is part of or should be 
part of. 

The first two items on the checklist are conpleted for you as an 
example . 



PRDDUCTION TASKS, JOBS 
AND DECISIONS 


MANAGEMENT HINCTION 


PLAN 


ORGANIZE 


DIRECT 


CONTROL 


1. type of product to produce 

2. change of selling price 

3. quantity- of product to 

produce 

4. ^d inore labour 

5. purchase a new machine 

6. change layout 

7 carry less inventory 

8 buy more raw material 

9 discipline a machine 
. operator 

10 increase production 

volume 

11 decrease overhead 

12 change quality stan- 

dards 


%x ■ 
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PLAN ORGANIZE DIRECT CONTROL 
It 

13. increase share of market 

14. lease a new inachine 

15. hire part- time help 

16. set up a materials control 

system 

17. decrease selling price 

18. give additional health 

benefits to your staff 

19. produce another product 

20. add new products to your 

rrpduct line 
21* b>^Al to \diolesalers and 
large retailers only 

22. change the work flow 

pattern 

23. revise maintenance schedule 

24. allow overtime 

25. e:q)and plant facilities 

26. quit producing one product 

27. replace equipment with 

labour 

28. make parts rather than 

buy them 
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SUBJECT FINANCE, ACCOKTING, BOOKKEEPING 



LESSCN FAB44 FINANCE, ACCOUNTING, BOOKKEEPING AND THE 
MANAGEMENT PROCESS 



INSTRUCTOR'S GUIDE 



OVERVIEW 

This lessen serves as a review of the Finance, Accouiting and Book- 
keeping subject area* The studentf. are asked to review the lessons in 
this area as they relate to the management process finctions of planning, 
organizing > directing and controlling. Bookkeeping, financial manage- 
ment, and accomting are not isolated tasks, but must be used as part of 
the total COTcept of business. In fact, the only reason for performing 
the tasks of bookkeeping, accounting and financial managenent is to 
allow the bxisinessman to plan and control the financial operations of 
the business. How well he performs these fmctions is generally shown 
in terns of moriey gained or lost. 



(BJECTIVE 

The students will state how the tasks of financial management, ac- 
comting and bookkeeping fit into the functicns of the management process 



RESOURCES RECyJIRED 

1. Previous EAB lessons, 

METHODOLOGy 

1. Hand out the Headings isid read the Purpose and Introductxm. 
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PURPOSE 

The purpose of this lesson is to examine the Finance, Ac- 
couating. Bookkeeping subject area and its relationship with the 
Management Process functions, 



INTRODUCTION 

Ihe principal fuacticns of management are: plroining, or- 
ganizing, directing and controlling. All the tasks that must be 
performed in the operation of a business are a result of these 
fmcticns. You have to plan where you are going to locate your 
business, \^at products you are going to sell, v^ether you are 
going to produce or buy the products for resale, what price you 
are going to charge, how many eirployees you are going to hire, 
how you are going to pay these enployees, what jdDs they are going 
to perfoiTn, and so on. 

You have to organize the legal form of business you are going 
to set up and the areas of each employee's respcnsibility. You 
have to direct the enployees as to vAiat to pipduce, how to produce 
it, vAiere to product it, vAiere products are to be bou^t from, 
l^dlat size orders are to be ordered, how orders are to be passed 
down the organization. You then have to control the operations to 
see that the activities are perfoimed as planned, the products pro- 
duced are meeting your quality control standards, the employees 
are performing tiie tasks assigned to them. Ihe list could go on 
to include every task of running a business. 

The question you should now ask yourself is: "How does the 
dollar side of business fit into the management process finctions?" 



(BJECnVE: THE STUDENTS WILL STATE HOW IHE TASKS OF FINANCLAL MANAGE- 
MENT, ACCOUNTING, AND BOOKKEEPING FIT INTO THE FUNCTIONS OF 
Tffi MANAGEMEOT PROCESS. 



Stimulus 

Z. Ask if the lessons studied in. the FAB sijbject area can be shown to 
fit into the management process functions. 
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Clarifi^ Problem 

3, Using an index o£ the FAB lessons (see FABl, "Introduction to Fin- 
ance, Accounting, Bookkeeping"), have the students put the 
headings planning, organizing, directing, controlling on the flip 
diart, then attenpt to place eadi FAB lesson into the category 
that best explains its function. 

Discuss the students* reasons for the place/nents they chose. Dis- 
cuss the content of the lessens, if necessary. 



Provide Information 

4. Read Sections 1, 2, 3 and 4 of the Reading^. Discuss the breakdown 
by conparing the Readings to the students^list. 



CONTENT 



1. Recording Dollar Information 

The businessman relies on his records to provide him 
with accurate in.formaticn for making decisions. Lack of ac- 
curate data is one of the principal causes of business fail- 
ure. The recording aaid the using of accurate data has been 
the basis of the Finance, Accounting, Bookkeeping siiject 
area. 



The records of the activities of a business contain the 
history of the dollar side of the business. The Cash Payments 
Journal shavs vflio you paid mcxiey to, \Aiat it was paid for, and 
vftien it was paid. The Cash Receipts Journal shows vAio you re- 
ceiwd money from, \*iat it was received for, and when it was 
received. The Sales Journal shows how much you purchased on 
accoint, who you purchased it froiTj and vAien you purchased it. 
The .Accounts Payable Sii)sidiary Ledger shows \rfio you owe money 
to and how much mcney you owe to each creditor. The Accoinxts 
ReceiA'able Sii)sidiary ledger shows who owes you money, and 
how rajjch each debtor owes you. 

The lesseuis that dealt with the preparation of the books 
c£ a business were; 

FAB4 Starting the Bookkeeping System 

5 Racording Business Transactions 

6 Recording Revenues and Expenses 
11 Recording Closing Entries 

13 Bookkeeping Reviewed 

14 Recording Your Purch:: .as 
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Recording Credit Sales 
Recording Cash Receipts 
Recording Cash PaynButs 
Handling and Recording Cash 
Banking 

The General Jouraal 
Mjiistments for Inventory 
Payroll Deductions 
Recording tl*e Payroll 
The Synoptic Journal 
De^jreciation 



17 
19 
20 
21 
22 
24 
26 
27 
28 
29 



2. Planning the Dollar Side of the Biisiness 

The quBstic3ns of where and when you will get the money 
you need to operate your business, and exactly how you are 
going to repay this money must be decided by every business- 
man. Diiring the course you have discussed these questions 
and sor:e of their solutions. You learned that you will have 
to perform this planning function in order to chart the course 
of your business, and to si5)port any applications for loans 
or grants. 



3. Controlling the Dollar Side of the Business 

As inportant as planning is the fmction of controlling 
business activities in order to carry out the plans. Control 
of the dollars of a business is essential in order that finds 
are a^'rilable when necessary and are used to carry out the 
plans . You npost regularly analyze your records to see if you 
have uBt the plans ].aid out. In the course, you learned many 
of the tools that ax-^ used to control a business in order to 
spot difficulties bafore thry cause problems. 
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35 
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Taking Ihe Trial Balance 
Preparing the Work Sheet 



8 
9 

10 
25 



Elementary Profit and Loss Statement 



Elementar)'' Balance Sheet 
Financial Statements 
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Preparing Financial Statements 

Financial Management 

Analyzing the Profit § Loss Statement 

Analyzing the Balance Sheet 

Working Coital 

Planning and Budgeting 

The Cash Budget 

The Op'»i\'iting Budget 

Projected Financial Statements 

Financing the Business 



35 
36 
37 
38 
39 
40 
41 
42 
43 



Summary 



Just as in the management area of business, the dollar 
side of business must be planned, organized, directed, and 
controlled. One of your major responsibilities as a manager 
will be to see tJiat funds are being ^^pent properly. How are 
you going to carry out this responsibility? 



Indicator 

5. The indicator for this lesson is the discussion. 
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SUBJECT 



MANAGEMENT PROCESS 



LESSON MP15 BUSINESS AND THE CCMdUNITY 



INSmUCTOR'S GUIDE 



OVERVIEW 

It is inpoitant that the students see the inpact of a positive re- 
laticaship between the biasiness and the conmliiity. This being one of 
the last lessons of the course; it is now vital that the students see 
how they can promote their businesses to produce the goodwill desired. 

Public relaticns is often seen as something special. It is even 
regarded at tines as "shacfy" technique, by i^ch people can be in- 
fluenced to believe something vAiich does not exist in reality. 

Ihe student should realize that gpod piblic relations will have 
an impact en the pi±>lic v4iich can be of mutual benefit. By providing 
accurate informaticn, the businessman can avoid rumours and attitudes 
which arf^ detrimental to the business. By a conscious effort, he can 
produce inpressions in the pifclic mind about his business which will 
bring goodwill, rather than ill will. 



OBJECTIVE 

The student will be aware of the inportance of pifclic relations in 
promoting the btisiness in the conmuiity. 



REFERENCE MA^^RIAL FOR INSTRUCTOR 

1. Broom, H.N. and Lon^necker, J.G. Small Business ^feDlagpment . 

Cincinnati, Chio: South-western Publishing Co., 1966, ch. 2. 
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RESOURCES REQUIRED 

1. Film, "People At Dipper" (18 miautes) 

2. Film, "Indian Dialogue" (28 minutes). 

METHODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and Intro- 
duction. 



PURPOSE 

This lesson will examine the relationship between the busi- 
ness and th^ commuiity. 



INTRODUCTION 

You have seen that every business has objectives and also 
satisfies needs. Qie of the objectives of a bx4siness is to make 
a profit. A business also satisfies needs^ or contributes to in- 
dividuals (enployees, customers, owners, managers) in the form of 
wages, services and profits. In return the business receives from 
the siqjpliers, the conraiLniity and the government. Therefore, every 
business pives and receives* 

In this lesson we will examine moxe^ closely the relationship 
of the community and business. If busojiess is not aware of its 
relationship with the conmLnity, it can lose a pcwerful force for 
the advancement of the business as well as for the commtnity. 

In the. old^ days, a business could be nn without too much con- 
cern for other persons. Now people are more aware of cor social 
responsibility and we find people challenging or boycotting a busi- 
ness if it does not contribute sufficiently to the coiiriunity. 

In this lesaon, in addition to considering business objectives 
and their relationship to the comnaiiity, you will look at the 
place of piiblic relations in a small business. 



CB3ECTIYE: THE SlUDENT WILL BE AWARE OF THE IMPOITANCE OF PUBLIC 
RELATIONS IN PROMOTING TriE BUSINESS IN THE CCMlWITf. 
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Stimulus 

2. Ask tlie students: 'TVhat is public relations?'' 
Clarify Problem 

3. List the varioias definitions on the flip chart and discuss, 
Provide Information 

4. Read Sections 1 and 2 of the Readings. 



CONTENT 

1. Service Objectives of Business 

Society allov^s business to be conducted in its communit- 
ies. This is because society expects business to render the 
community a contribution by providing useful goods and services. 
If the business does not render this contribution, the business 
cannot expect to survive in the long run. The business must keep 
this contribution in mind or it will undoubtedly fail. 



2. Profit Objective 

Profit must be a goal of every business. Profit is a 
reward to the businessman for his management, work and risk. 
The level of profit will depend on the business and the circum- 
stances, but an unrealistic profit will not be accepted by the 
community. Deciding the correct amount, however, is difficult 
to assess. 

It is obvious that a business operating at a loss cannot 
survive long; once working capital becomes depleted, the 
business cannot provide the services it sliould. 

A businessman who lets hii> social responsibilities change 
his organization from a profit-oriented organization to a 
charity-oriented organization v;ill not be in business long. 

A business which has a long-run profit mot:ve can still 
have a social responsibility to the communit)^. The biosinessman 
can personally contribute to the community through the Chamber 
of Commerce, Board of Trade, charitable organizations, community 
projects, etc. c 
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In addition to his voluatary contributions, the businessman 
has a iTK)ral and social responsibility to his community. Through 
fair business practices, proper pollution controls, honest 
advertising, as well -as research to make better products and 
give better service, the businessman can help to make the 
community a better place to live. 



5. Discuss the different business objectives contained in Sections 

1 and 2., as well as those in previous lessons. Are these realistic 
for most small businesses? Tlie students may feel that the profit 
motive is not realistic in a native business where sharing is a 
custom. They should realize that unless there is a profit, it is 
unlikely that the business will exist very long as a service to 
the community. ^ 

6. Ask the students: "How does the small businessman go about re- 
lating to the public? Whom does he approach?*' List Ideas on the 
flip chart aad discuss. 

7. Read Sections 3 and 4 of the Readings. 



3. Public Relations 

Often the community misunderstands the contributions 
which a business nakes to it. Public relations help promote 
understanding between the business organization and the var- 
ious groups r ? people forming the comriujnity* The promotion 
of this understanding is the responsibility of the manager. 

Public relations must not whitewash the business or 
conceal poor products and poor service. Consistency between 
what the business does and what the public is told is essen- 
tial . 

In order to cultivate good public relations, the manager 
should inform the general public of the contribution the 
business makes. In addition, having good public relations is 
a way to "sell" the company's objectives, practices, and pro- 
ducts to the public. Inproved communication can avoid a lot 
of misunderstanding, for exaiiple, a businessman who cannot 
give credit must be able to explain to his customers \diy 
credit is inpossible, rather than just saying "No credit". 
The manager should explain that he must have cash to purchase 
goods to place on his shelves and that lack of money in the 
business means poor service to the community. This type of 
explanation is not easy, since a person in need of groceries, 
for example, sees his ne^ ds as more immediate and im portant 
than the future of the business. However, the businessman 
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jnust be polite, courteous and firm. Even if the customer 
becomes angry, the businessman must not lose his .temper. 

Relations with the public take place every, i^ay. A 
better understanding o£ t^ie business can be. given to the 
public in a number o£ ways: by everyday polite and friendly 
service, by promoting good morale for and providing good 
leadership to enployees, by community work, by favourable 
news releases, good advertising and contact with suppliers 
and government personnel. 

Public relations permit the community to know the busi- 
ness. A business may.be ethical and have good products or 
services, but without: good public relations, the community 
or individuals in it'ntay misunderstand what the business is 
doing as well as the contribution it is making. 



Public Relations in Action 

Good public relations are" easier to maintain if the 
businessman recognizes that different segments exist in his 
.community. Since the business has different relationships 
with different groups, and each group has its own interests, 
^Jie businessman must appeal to each on a separate basis. 

Eirployee Relations y 
' Enployees are an important group f6r -the public re- 
lations of a business. The businessman must obtain his 
employees' goodwill to have good. public relations- 
Since enployees have relatives and friends, the employees' 
attitudes and feelings toward the business will almost 
automatically be transmitted to other segments of the 
community. 

If the employees fe61 satisfied with the business tFiis , 
can have a positive effect on the community's feelings to- 
ward the business. On the' other hand, if the employees are 
discontented, they will complain about the business. 
Many people regard the enployees^ attitudes highly 
because the en?jloyees have a close look at the 
business . ' 

b. Customer Relations 

Customers are probably the most inportant people with 
whom good piUDlic relations should be practised. A 
customer who is well satisfied is the best advertisement, 
as he is sure to tell and influence other present or 
potential customers. A dissatisfied customer has the 
reverse effect . 
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With customers, public relations can be handled in the 
course of everyday business. In a retail or service 
business; the customer forms his impressions largely ■ 
through his personal experiences. The way the customer * 
is served has a. bearing on how he will see the business; 
Service ^ which is friendly, courteous, speedy and 
accurate will provide good feelings towards the business, 
whereas poor service can prove costly to the business. 
Proper training and supervision of employees is there- 
fore needed to provide the service the customer should 
have . 

c. Mi pplier Relations 

Tiie business deals wit}* 3 number of suppliers. Good re- 
lations are improved by courteous handling of sales re- 
presentatives and prompt payment cdF accounts . 

Good supplier relations can pay off in good guidance of 
materials which are most li.kely to move. In addition, 
they are helpful when liberal terms of purchase are 
desired and when quick delivery or other special treatment 
is necessary. 

d. ComiTOjnity Relations 

The biisiness'' will enjoy a certain degree of local prestige 
or ill will depending on how the business appears to the 
community. A business with prestige is more likely to 
attract >^ood workers and customers. Advertising and pro- 
motion, as well as business contacts in the community, 
are \vays of making ;the business better-kno^^m. and 
appreciated. 

e- Competitor Relations 

There is even a possibility for competitors to work to- 
gether to help the community as well as help the businesses. 
Competitors do not have to be at each other's throats. 
There is no need for price wars, etc. Very often both the 
businesses and the community lose by these tactics. 



8. Have the students discuss the Readings, and compare the ideas given 
to their initial- idea of public relations. Ask them if it makes 
sense to consider the different publics (eir^iloyees, customers, etc.). 
Stress of importance of public relations in small communities. 

9. Read Section 5 of the Readings. 
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5. Summary 

Public relations is the effort the businessman makes to 
have 3 good understanding with the various people with which 
the business usually comes into contact as w^ll as the public 
at large. The businessman mast consistently be conscious of 
the impact of his actions on his community. 



Indicator 

10. HaA;e the students discuss the ways in which they might be involved 
with public relations in their prospective businesses. 

Students should discuss special problems they may e/counter, either 
because they will be working in native communities, or becuijse 
they are of Indian ancestry themselves. 

Ask: "Is the native person likely to encounter special probleins 
or conflicts in going into business? In; his own community? In a 
white community? Can the native person go into business and still 
retain his culture?" It hoped that native people will see busi- 
ness as a means of gaining economic power to favour their cultural 
fulfilment. 

Ask: "If there are special problems, what public relations would 
be effective to promote the business and minimize undesirable 
effects *in the native community? In the white community?" 

11. Draw the students' attention to the fact that native people have 
not traditionally been involved in business. Ask: "Will your 
communities tend to favour a white businessman? Why or why not?" 
Answers to this question may provide a. clue to strengths on w}p.ch 
the native students will want to capitalize, or will perhaps show 
them weaknesses of which they will vant to be aware in order to 
make a special public relations effort. 

12 Show the films, 'Teop.le at Dipper" and "Indian Dialogue"* The 
films should encourage disoassi m of the v;ay of life of native 
people. How do the students see themselves? Living the old way? 
Living the 'modem Indian way' in which they are involved in 
business aaid still retain their culture? 

Discussion of this topic is important prior to leaving the course, 
since the native community will be one of the publics with which 
the native businessman will be dealing. 

Ask: 'T)o you believe that the "modem native" is the person of 
Indian ancestry who has learned to cope with the business world 
and non-native way of life, vfihile at the same time retaining his 
own culture and pride in his ancestry?" 
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SUBJECT 



MANAGEMEN^r PROCESS 



LESSON MP16 



THE BUSINESSMAN AND BUSINESS ETHICS 



INSTRUCTOR'S GUIDE 



OVERVIEW 



This lesson should give the student an idea of business ethics. 
When the student goes out into the business world, he will be faced 
not only with management decisions in a business sense but also with 
money decisions of a personal nature ih which he will have to decide 
what course is right or wrong. 

In most cases, there will be no one to tell him what to do. He 
will have to rely on his own sense of responsibility and his ethical 
principles to guide him in his decisions. 

It is suggested that the instructor involve the students in 
discussing the problan of ethics which will face them in the business 
world. 



OBJECTIVE 

The student will have an awareness of the ethical problems facing 
the small businessman. 



REFERENCE MATERIAL FOR INSTRUCTOR 

!• Brbom, H.N.. and Longenecker, J.G. Snail Business Managaiie nt. 
Cincinnati, Ohio: South-Westem Publishing Company, 1966, 
pp. 26-30. 




2. Sisk, Henry L. Principles of Management . Cincinnati, Ohio: 
South Western Publishing Company, 1959, pp. 58-73. 

3. Terr)S George R. Principles of Management . Homewood, Illinois: 
Richard 0. Irwin Inc., 1958, pp. 196-200. 



RESOURCES REQUIRED 
1'. Two flip charts. 



METHODOLOGY 

1. Hand out Readings; read and discuss the Purpose and Introduction. 



PIT^POSE 

This lesson considers the businessman's position in dealing 
with matters of right and wrong in business. 



INTRODUCTION 

i:\^eryone must decide in the course of life between what he 
considers right and what he considers wrong. The businessman is 
no exception. He is faced daily with decisions viiich involve 
right or wrong. 

The businessman f itids pressures on him to. cut comers to 
make a little extra profit. What are the consequences for the 
people who deal with such a business? 



OBJECTIVE: THE STUDENT WILL HAVE AN AWARETffiSS OF THE ETHICAL PROBLEMS 
FACING THE SMALL BUSINESSMAN. 

Stimulus 

2. Ask the students: "Is it possible to be honest in business?" 
Clarify the Problem 

3. You will likely receive both positive and peaative responses to 
the question. Have the students list on the flip chart their 
reasons for considering it possible or impossible to be honest. 
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Discuss. Ask the students: "What are the most conmon types of 
dishonesties you have seen in small business?" List and discuss. 



Provide Information 

4, Read and discuss sections 1, 2 and 3 of the Readings. 



CONTENT 

1. Nature of Ethics 

Ethics deals with personal conduct in respect 
to right and VTong. Ethics or a code of ethics is a guide- 
line which an individual can adopt to guide him in determ- 
ining if he is doing the right thing. 

In business there are many decisions which must be made 
regarding right and wrong. How do you treat employees, 
customers, suppliers, creditors, etc? Is the law the 
minimim code of ethics? Is being caught the guideline to 
be used? 

To some people anything that is not against the law appears 
right • To others it is all right to do something as long 
as there is no danger of being caught. This seems a very 
unsatisfactory method of determining \fhat is right or wrong. 

2. Selecting a Personal Code of Ethics 

Certain industries and professions like doctors, lawyers 
and accountants have a code of ethics which the profession 
draws up for its members, The profession attempts to police 
its members so that the profession is highly regarded. 

The small businessman will need a personal code of ethics 
to guide him and to police his actions « He can set up a 
complex code vrfi7lch sets guidelines to follow in different 
circumstances, but this is impractical. 

Probably the easiest and best ethical princ^nle is the 
golden rule, 'Tto unto others as you would ^ ve them do unto 
you.'' The golden rule as an ethical principle considers 
everyone as a human being with likes and dislikes, stren^gths 
and weaknesses, with different talents and emotioMil reactions. 
Tue golden role suggests that all human beings be treated 
with respect and fairness in all dealings as one would wish 
to be trejxted personally. 
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3. Practical Problems in Establishing Guidelines 

The application of the golden rule is often difficult. 
Since you know that many people deal unfairly or dishonestly, 
you rationalize that it is acceptable for you to behave in 
a sijnilar maimer. It is quite common in business to use 
deceptive advertising, tricky statements, exaggerated claims, ^ 
misleading coiTiparisons, etc. There is, however, a growing 
awareness in business of a social responsibility, and many 
businessmen are searching for a more ethical way to do 
business. 

You often feel justified for various other reasons. Some 
people say that they are honest in the big things but coinmit 
small dishonesties . There is a .tendency to engage in small 
violations which take advantage of others to enhance 
iimediate business success. This can lead eventually to 
complete moral irresponsibility. 

It is difficult to conceal or hide unethical business 
practices. It is almost impossible to hide insincerity 
or lack of integrity from employees. In a short while, the 
public will be aware of your tactics. 



5, Ask: "Does it seem realistic to follow the golden rule in business?" 



6. Read arid discuss sections 4 and 5 of the Readings, 



4 , Guidelines For Success 

The followiJig guidelines can be useful in deteimining 
what you as a manager should do in your business. 

a. Deal honourably with tuose from whom you buy as well 
as those to v*).Qm you sell. Try to gvre your customers 
complete satisfaction. 

b. Be honest with yourself, for your greatest asset is 
your ^character and money cannot purchase it. 

5, Summary 

Being honest in business is not always -^asy but if you 
follow the golden rule you. will not lose sight of your goal. 
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I£ you are honest with yourself and i£ you deal honourably 
ilth others as you would have others deal with ypu you . 
will favour the goodwill which is essential xor success . 



Indicator 

7 . Ask the students what special problems they foresee in operating 
business in an ethical way,. 
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SUB.JECT MANAGEMENT PROCESS 



LESSON MP17 REVIEW OF IHE COURSE 



INSTRUCTOR'S GUIDE 



OVERVIEW 

The students have now coirpleted the course; for jiiost, it will have 
been aa experience in a totally new area. Ihe course atteii5)ted to show 
the close relationships ajnong varioias aspects o£ business maiagement . 
Since the s\jbject area was new, scire students may have had sone diffi- 
culty in integrating all aspects. 

The review should be an opportmity to go over the content of each 
subject area, and to see how each fits into the TTianageinent process. 



OBJECTIVES 

1. Ihe students will assess their readiness for going into business 
by con5)leting a checklist. 

2. Ihe stxadents will review the course content. 



METHODOLOGY 

1. Do not hand out the Readings iininediately. 
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OBJECTIVE 1: THE STUDENTS WILL ASSESS THEIR READINESS FOR GOING INTO 
BUSINESS BY COMPLETING A CHECKLIST, 



StimuliJS 

2* Ask: "Are you now i^ady to go into business for yourself or to 
manage a. business for soin9Qne else?** Discuss. 



Clarify Problem 

3. Msntion: *Tfe have learned many things during the course. Does 
taking the course prepare a person to go into business?" Discuss. 
Have students list on the flip chart the things they want to check 
before going into business. Discuss. 



ProAade Information 

4a Hand out the Readings; read and discuss the Puipose and Intro- 
duction. 



PURPOSE 

In this lesson you will review the Small Business Management 
course, and you will coii5)lete a checklist of questions to care- 
fully consider before going into business. 



INTRODUCTION 

People sometimes go into business without being fully aware 
of what is involved. Sometimes they are lucky and succeed. More 
often, they fail because they do not consider one or wore of the 
things needed for business success. 

The checklist below is designed to help you decide if you 
have considered the many things involved in going into biasiness 
for yourself. If you think carefully about tihese things now you 
may prevent mistakes aiid avoid losing money at a later time. 

No diecklist can be perfect. Consider each question as it 
applies to your situation. Make an effort to answer each question 
honestly. Before you omit a question be sure that it does not 
apply to your particular situation. 
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The checklist should help you in your review. It may draw 
attention to points you haifs ^overlooked in taking the course. 
I£ you have overlooked sonk* aspects, discuss these with the group 
and the instructor to determine what can be done. 



5. Have each student con5)l.ete the checklist, then discuss each question 
with the students ajid conpare it to the list the students have on 
the flip chart. Ask: 'Tfere many aspects missed or forgotten?" 
Discuss. 



CCNTENT 



1. Checklist for Going Into Business (Questions to Consider) 



YES NO 

ARE YOa IHE TYPE? 

1. Have you rated your personal traits 
such as leadership, organizing abil- 
ity, perseverence, and physical en- 
ergy? 

2. Have you had some friends rate you 
on them? 



3. Have you considered getting a part- 
ner or helper whose strong points 
will offset your weak points? 



WAY ARE YOUR CHANCES FOR SUCCESS 

4. Have you had any actual business 
experience? 

5. Do you have special technical skills 
(such as those needed by a plunber, 
electrician, mechanic, or radio re- 
pairman) that will be required in 
your type of business? 



6. Have you obtained some basic manage- 
ment experience working for someone 
else? 
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Have you looked at the recent tiend 
o£ business conditions (good or 
bad)? 

8. Have you looked at how good things 
are in the line o£ business you 
are planning? 

9. Have you analyzed biosiness condi- 
tions in the city and nei^bouihood 
vAiere you want to locate? 

10. Have you cJeterniined what size busi- 
ness you plan to establish (dollar 
sales per year)? 

11/ Have you built up a detailed set o£ 
figures on how inuch capital you will 
need to launch the business? 

12. Have you figured how inuch time you 
will need until the busijaess income 
equals the expenses (that is, until 
you make a profit)? 

13. Have you planned what net profit you 
believe you should make? 1st year? 
2nd year? etc.? 

14. Can you make more money running your 
own business than you could working 
for somebody else? 



HOW MUCH CAPITAL WILL YOU NEED? 



15. Have you woiiced out what income from 
sales or services you can reasonably 
expect in tlie first 6 months? The 
first year? The second year? 

16. Do you know vrtiat net profit you can 
expect on these sales volumes? 

3.7. HaA^ you decided how much your busi- 
ness will be able to afford to pay 
..you? 
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18 • Have you compared this income with 
viiat you coxild make working for 
someone else? 

19, Are you willing to risk uncertain 
or irregular income for the next 
year? TWo years? 

20, Have you counted how much actml 
money you have to invest in your 
business? 

21, Do you have other assets i^ich yon 
could sell or on vAddi you could 
borrow? 

22, Have you some other source from 
which you could borrow money? 

23, Have you talked to a banker? 
Government agencies? 

24, Are they favourably inpressed 
with your plans? 

25, Do you have a financial reserve 
for une^qjected needs? 

26, Does your total capital from all 
resources cover your best esti- 
mates of the capital you will need? 

SHOULD YOU SHARE OWNERSHIP WITH OIHERS? 

27, Do you lack needed technical or 
management skills which can be 
si^jplied by one or more partners? 

28* Do you need the financial assis- 
tance of one or rmre partners? 

29. Have you checked the featiores of 
each form of organization (in- 
dividual proprietorship, partner- 
ship, co-operative) to see which. 
will best fit your situation? 
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WHERE SHOULD YOU LOCATE? 

30. Do you know how much space you 
will need? 

31. Do you know what type o£ building 
you will need? 

32. Do you know o£ any special features 
you require ixi limiting, heating, 
ventilating, air conditioning, or 
parking facilities? 

33. Have you listed the tools and equip- 
ment you need room for? 

34. If the proposed location does not 
meet all your requirements, is 
there a good reason vAiy you should 
not wait and cantinue hunting for 
a more ideal location? 

35. Have you checked the popiilatiai and 
income figures in the area you wish 
to locate? 



SHOULD YOU BUY A GOING BUSINESS? 

36. Have you cmsidered the advantages 
and c3is advantages of bity^ing a 
going btisiness? 

37. Havf you cojipared \Aiat it would 
tako to equip and stock a new busi- 
ness with the price asked for the 
biisiness you are considering? 

38. Have you leamed i^y the present 
owner waits to sell? 

33.. Have you checked the owner's 
claims about the business? 

40. Have you checked with this busi- 
nesses sifl>pliers to get their 
ideas on how good the business is? 

41. Do the si5)pliers think well of 
the proposition? 
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42. Is the stock of merchandise 
(inventoiy) a good buy? 
(Would a large proportion of it 
have to be disposed of dt a loss? 
Is any of it out of date, 
salable, or not usable?) 

43. Are the physical facilities 
(building and eqioipment) old or 
in poor condition? 



44. Are you sure the accounts receiv- 
able are worth the asking price? 
- (Will they be collectable?) 



45. Does this business you want to buy 
ha\7e a good image? 

46. Are you prepared to assume the li- 
abilities, and are the creditors 
agreeable? 



47. Has your lawyer checked to see if 
the title is good and if there is 
any lien against the assets? 



48. Are theie any back taxes to pay? 

49. Have the sales been tenporarily in- 
creased by conditions ^which are not 
likely to continue? (For exanple, 
sale of fi:<ed assets) 



ARE YOU QUALIFIED TO SUPERVISE BUYING AND SELLING? 

50. Have you estimated your total 
stock (inventory) requirements? 



51. Do you know in viiat quantities cus- 
tomers bity" your product or service? 



52. Do you know how often customers buy 
your product or service? 



53. Have you made a sales analysis to 

determine what major lines to carry? 



54. Have you decided what quality you 
will require in your goods? 
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55, Have you decided what qiiality 
you will require in your goods? 

56, Have you investigated whether it 
will be cheaper to bvy large 
quantities infrequently or in small 
quantities frequently? 

SI. Have you weigjied price differ- 
entials for large orders against 
capital and space tied up? 

58, Have you decided what merchandise 
to buy direct from manufacturers? 

59, Will you make your account more 
valuable to your suppliers by con- 
centrating your buying with a few 
of them? 

60, Have you worked out control plans 
to ensure stocking the rig^t 
quantities? 



HOW WILL YOU PRICE YOUIl PRODUCTS AND SERVICES 

61, Have you determined what prices 
you will have to charge to cover 
your costs and make a profit? 



62, Do these prices compare favour- 
ably with prices of competitors? 

WHAT SELLING MEIHODS WILL YOU USE? 

63. Have you studied the sales pro- 
motional methods used by com- 
petitors? 



64, Have you outlined your own sales 
promotion program? 



65 « Have you studied l^^^y customers 
buy your product (for exa3T5)le , 
service, price, quality, distinc- 
tive styling, other) ? 



66. Will you have sales clerks? 
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67. Will you advertise in the news- 
papers? 

68* Will you do direct mail advertising 

69. Will you give out free san?)les? 

70. Will you use radio and teleAdsion 
advertising? 



HCW WILL YOU MANAGE PERSONNEL? 

71. Will you be able to hire satis- 
factory en?)loyees, locally, to 
supply skills you lack? 

72 . Do you know what skills are 
necessary? 

73. Have you checked the prevailing 
wage scales? 

74. Have you a clear-cut idea of 
vAiat you plan to pay? 

75. Have you considered hiring som- 
one now enployed by a conpetitor? 

76. Have you checked on the advantages 
and disadvantages of hiring a 
relative? 

77. Have you planned your training 
procedures? 



WHAT RECORDS WILL YOU KEEP? 

78. Have you a suitable bookkeeping 
system ready to operate? 

79. Have you planned an inventory 
control system? 

80. Have you found out standard op- 
erating ratios for your type of 
business to use as guides? 



1963 



81 • Have you provided for additional 
records as necessary? 

82. Have you a system to use in 
keeping a check on costs? 

83 • Do you need any special forms? 

84 . Have you made arrangements for 
ha^dng your recordkeeping done? 

WHAT LAWS WILL AFFECT YOU? 

.85. Have you investigated what, if 
any, licences you will need to 
do business?' 

86. Have you checked the ?iealth 
regulations? 

87. Axe your operations subject to 
certain hours of business? 

88. Have you seen your lawyer for 
adAdce on how to meet your legal 
respons ib i lit ies ? 

WHAT OTHER PROBLEMS WILL YOU FACE? 

89. Have you worked out a system for 
handling your tax requirements? 

90. Have you arranged for adeqioate in- 
surance coverage? (for yourself? 
for your business assets?) 

91. Have you worked out a way of 
getting along with your partner 
or enployees? 

92. Does your family (if any) agree 
that your planned business ven- 
ture is soared? 

92 « Do you have enou^ capital to 
carry accounts receivable? 
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94. Will you sell for credit? 

♦ . ' ■ 

95. Have you worked put a definite 
retumed-goods policy? 

96. Have you considered other man- 
agenent policies which must be 
established? 



97. Have you planned how you will 
organize and assign the work? 

98. Have you made a work plan for 
yourself? 



WILL YOU KEEP UP TO DATE? 

99, Have you a plan for keeping vip 
with new developnents in your 
line of business? 



100. Have you figured out vAio you 
will go to viien you need help 
in solving business problems? 



Indicator 

6. Student discussion. 



OBJECTIVE 2: THE STUDENTS WILL REVIEW IHE COURSE. 



M ETHODOLOGY 

Ihe first part of the review shoixLd be conducted by siibject area. 
A cooplete review of the subject areas of Finance, Accounting, Book- 
ke jping, Mariceting and Personnel Management is suggested as a first 
approach. 

This review will give the student a bird's eye view of all that 
is involved in each sii)ject area. For exairple, the students should 
review the accounting process from the sale invoice to the conpletion 
of the financial stateirents • The same can be done for the other sub- 
ject areas. 
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The secmd part o£ the rr::view should, for the last time, attenpt 
to tie together ai:vd integrate all the siibject ai^as into the manage- 
ment process. Business irianagement should be shown as an on-going 
process vjiich involves all the subject areas to achieve the objectives 
of the business. 

The end cf the course should not be an end to learning about 
business management, but the beginning of a lifetime of learning. The 
course will facilitate learning by experience; it has provided an in- 
troduction to many topics which the students can study in greater depth 
throu^ reading, discussions and specialized business management courses 
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SUBJECT MANAGEMENT PROCESS 



LESSCN MP18 EVALUATION 



INSTRUCTOR'S GUIDE 



OVERVIEW . 

This last lesson may be one of the raost inportant from your point 
o£ view. During the course you Will have made an atteii5)t to get feed- 
back from the students. This lessen will facilitate more specific and 
detailed feedback, allowing you to determine vdiat the students think 
of the course. 

During this lesson you should be open to all suggestions made by 
the students. You will have to guard against a defensive attitude if 
students are critical of certain aspects of the course. Yot; will have 
to analyze the evaluation made by the students and decide wlie'Aer or 
not the students were ri^it in their evalmtion of tlie course. In 
final analysis, it is you who must conduct the course; you may have to 
do, things which, the students dislike, but v^iich you consider essential 
to their preparation for business arid for life. 

This evaluation session may be conducted by an administrator, if 
it seems appropriate. The instructor should feel free to develop his 
own methods for conducting this lesson. 



OBJECTIVE 

To obtain feedback from the students vfliich will provide the in- 
structor with a basis for evaluating the course and hirv instructicnal 
tedmiques* 
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MEmODOLOGY 

!• Hand out the Readings and read the Purpose md Introduction. Dis- 
cuss the importance of this evaluation for future students. 



PURPOSE 

The purpose of this lessen is to look at the content of the 
course and the methods of leaming used to see what you think of 
them and provide useful suggestions wliich could be used with 
other students . 



INTCODUCTTCN 

uie approach used in this course is quite different from 
what you would find in other courses. M attenpt has boen made 
to make the course practical and useful in preparing you for a 
career in business management. In order to follow the inten- 
tion of the course, the instructor needs feedback of the stu- 
dents' inpressions of the cou::^e. This last lesson is to spend 
a few hours analyzing the course to see its good points, its 
weaknesses, how it migjbt be improved for other students. 

For this type of eyaliaaticsi to work, it is absolutely nec- 
essary that ev3:rycne be honest and open in his remarks. Ihis 
is your greatest contribution to future students, 



2. Divide the students into small groii5)s of four or five. Provide 
each group with sheets of flip chart paper and marking pencils. 
Have each groi^) elect a recording secretary and a grotp discussion 
leader vAio will see that all group menbers have a diance to par- 
ticipate . 

3. Read Section 1 of the leadings. 



CCNTENT 

1. Evaluating the Small Busir^ess Management Course 

You will be provided with a nunber of sheets of flip 
diart paper, Headl me sheet with "Things We Disliked or 
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Weaknesses of the Course". Oo. another sheet write 'Things 
We Liked or Good Points of the Course^\ 

The disciission leader should see that each person in 
the group has an opportunity to havB his say. Start with the 
things you disliked about the course. Use the following list 
as a guide of things to consider. Add any others you wish. 
Have the- secretary list in as short a form as possible all 
the idea? in the groip. Use as many sheets of paper as you 
need. 

a, Ctourse content 

(1) Management Process 

(2) Finance, Accounting, Bookkeeping 

(3) Marketing 

(4) Personnel Management 

(5) Office Procedures 

(6) Business Law 

(7) Business Communications 

(8) Production Management 

b. Training methods 

Cl) discussions 

(2) readings 

(3) projectiaals 

(4) films 

(5j resource people and visitors 

(6) projects 

C7) tours 

(8) exercises 

(9) role playing 

(10) cases 

Length of course 

d. Upgrading and other courses prior to Small Business 
Management course. 

e. Learning atjnosjiiere 

f . Group participation 

g. Public speaking 

h. On-the-job training 

i . Evaluation 
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j • Discipline 

k. Special problems sucli as: 

(1) hoLising 

(2) allowance 

(3) counselling 
(41 recreation 

1. School facilities 

m. Student selection 

n. Other 

Now Use the other flip ch:irt sheet "Things We Lil 5d or 
Good Points of the Course". Again, tlv^e group discussion 
leader should encourage the group meriDers to list on the 
flip chart all their ideas. Use the s^'aire categories above 
to guide you, and add any topics you wish. 



4. Check with the students to make sure that the instructions are clear. 
The intent is a brainstorming or listing in as brief a form as 
possible on the flip chart sheets of all the things they disliked 
and liked about tl"ie course. Ihe students can ^ise the topics listed 
in the Readings as a guide. 

5. When the students have completed .their listing on the flip chart 
sheets, ask each group to put their flip chart sheets on the wall 
with marking tape. Then have students reconvene into the larger 
grotp. You may wish tables to be removed to give a closer group 
atmosphere . 

Go over the points on each flip chart. As each point is read ,ut, 
ask the students to e:3cplain more fully their point of view. Ask 
others to comment and discuss, and to make suggestions as to how 
any difficulties migjxt be corrected. 

6. Involve the students in discussion of the following topics: 

a. What could be added to the course to make it more useful? 

b. What changes should be considered? 

c. What was the m:ist inportiant things learned? 

d. Was the coj.tent of the course too difficult, too easy, just 
rig^it? 
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e. Did you gain self-confidence, better communication skills, 
problem- solving skills, etc. during the course? 



Sunmiar/ and .Conclusion 

You may wish to discuss some aspects of the students' life after 
the course has ended, such as getting established in job or in busi- 
ness^ the ups and downs of business life, and the drag^down attitude 
v/hich students may encomter. 

This last point may need some explanation. In m^ny small com- 
munities there is a strong pressure for everyone to conform to the 
same life styles. Anyone who dares be different may have to fight 
strong social pressures* This problem often faces a Native person who 
sets up business in his home community. 

Forii-er students have found tlii^i attitude difficult to deal with. 
However, if the students are aware that this pressure may be directed 
tok^ards them, there is less danger of them aban-doning their goals. 

It is inportant that the students returning to tlieir 'communities 
be conscious of their roles as meirbers of those communities. Ihey 
should ;.iot try to set themselves apart because they have had training, 
but should work wi'th their nei.ghbours so they can, over an extended 
period of time help the communities in various ways to develop and at- 
tain the goals for which they are striving. 

The drag-down attitude is especially hard on those who come into 
a community with a hope for quick reform. The students must remenber 
that most people in their communities will not have had the opportunities 
they have Ixad. Ihey must progress slowly in any atten^Dted development. 
It is inportant that the students not let themselves be discouraged 
and that they continue to work toward their personal goals and toward 
a better commmity life. 
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